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EXECUTIVE SUMMARY 


Medicare's practice and malpractice expense relative value units (RVUs) were developed 
by HCFA and are based on historical charges rather than resource costs as done for the work 
RVUs. About 54 percent of total Medicare Fee Schedule (MFS) payments go toward physician 
work while 41 percent and 5 percent are allocated to practice and malpractice expenses, 
respectively. Since the latter two components of the MFS are still based on historical charges, the 
MFS effectively goes only halfway towards the goal of a fully resource-based fee schedule. 
Because of this, HCFA is now under a mandate to implement resource-based practice expense 
RVUs by January 1, 1998. Currently, HCFA is funding three projects to develop the required 
RVUs. The first is a multi-year, multi-million contract awarded to Abt Associates to collect 
physician practice level primary data on direct and indirect practice expenses for all CPT codes. 
A second contract was awarded to Harvard University to develop resource-based RVUs using 
extant data sources. Finally, this project represents the third award for developing resource- 


based RVUs, also using existing data. 


The Medicare Fee Schedule Practice Expense RVU Method of Calculation 

Under the MFS, the physician's overall practice and malpractice expense RVU 
components were calculated by HCFA by multiplying the average percentages of these costs in 
physician revenues by the average historical charge for a service (Federal Register, November 25, 


1991). The practice (and malpractice) expense RVU formula is: 


RVU,,, , = (2(PEP) *(PS, )] *(AC)/s (1) 
J 


pe,t 


where 


AC, = the allowed charge for service i in the base year, "aged" forward to 1991. 
s= ascaling factor approximately equal to the conversion factor. 
PEP; = the ratio of mean practice (or malpractice) expense to mean total gross revenue for 
specialty j, and 


PS,,;= the proportion of service i provided by specialty j. 
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The practice (or malpractice) expense percentage for service i, shown in equation (1) in brackets, 
is essentially an average across specialties, weighted by the proportion of service i provided by 
the j-th specialty. Practice expenses are measured as the sum of all expenses for ancillary 
personnel, equipment, supplies, rent or mortgage, and any other practice expenses besides 
physician compensation or malpractice premiums. Practice expense data from a national survey 
of physician practices were used to estimate the PEPs. 

The HCFA methodology is basically a cost-to-charge method whereby the bracketed term 
in equation (1), [)); (PEP,) * (PS,,)], is the weighted average cost-to-charge ratio (CCR) over all 
specialties for the i-th service. Practice "costs" for each CPT code, therefore, are derived by 


multiplying the practice expense CCR by the allowed charge for each service. 


Specialty Resource-Based (SRB) Method 

The SRB method used to develop practice expense RVUs in this project starts from the 
observation that MFS physician fees are composed of two parts: a payment for physician work, 
and a payment for practice expense (ignoring malpractice insurance).' The method assumes that 
the payment for practice expense should be the same proportion of the total payment as actual 
physician practice expenses are of total practice revenues. This is a resource-based method 
because the practice expense percentage is derived from actual physician practice data on 
practice expenses as a proportion of total practice revenues. Practice expenses and revenues are 
calculated practice-wide by specialty, not on a service-specific basis. Thus, the method assumes 
that the relationship between physician work and practice expense is uniform for all services 
provided by a specialty. 

Specifically, the method sets practice expense relative value units so that they are the 
same proportion of total relative value units as practice expenses are of total practice revenues: 

RVU 


eee! — PEP. 


"The SRB method does not utilize malpractice expense or RVU information. PEPs and resource-based practice expense RVUs are 
developed exclusive of malpractice information. The exposition that follows ignores malpractice costs and payments for 
convenience. In fact, malpractice RVUs must be added to determine total MFS payments. 
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where 


, 


TRVU, = total relative value units for service i= RVU,,; + RVU,.;, with RVU,,, denoting the 


pei’ 


physician work RVU, and RVU,,; the practice expense RVU for service i. 


PEP, = practice expense percentage for the i-th service, equal to specialty practice 
expenses (excluding malpractice) divided by gross revenue (excluding malpractice 
expense), weighted in proportion to the number of times a specialty performs a 
service. PEPs are derived from published American Medical Association 


Socioeconomic Monitoring System survey data. 


Equation (2) can be solved for RVU,,.;: 


Pe 
RVI RY Oe 
es RV, * Ty 3) 


Equation (3) states that if, for example, practice expenses account for half of physician revenues 
on average for the specialties performing a service (i.e., PEP, = .5), then the practice expense RVUs 
for that service equal the work RVUs. When the practice expense percentage in the numerator of 
equation (3) is split into direct and indirect components, the total practice expense RVU can be 


decomposed into direct and indirect components: 


RVU,,, = RVU,, * EEE /[1-P =} +RVU,,* EEE /[1-PEP™ |} =RVUSS +RVUS™ (4) 


If the practice expense percentage PEP were the same for all services, equation (3) shows that the 
method would allocate practice expenses in proportion to physician work. However, PEP; does 
vary by service, though only according to the mix of specialties performing a service. For 
example, fees for services performed by psychiatrists are "marked up" less over physician work 
than fees for services performed by general practitioners, because psychiatrists have lower 
practice expenses relative to revenues than do general practitioners. Within a specialty, though, 
the method presumes that physician work and practice inputs are complementary; that is, 


services that require more physician work also require more practice inputs. 
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Strengths and Limitations of the SRB Method 
The primary strengths of the specialty resource-based (SRB) method for calculating 


practice expenses are that it: 


e isasimple, intuitively plausible method; 


e is a fully resource-based method in the sense that it does not rely on 
historical charges; 


¢ incorporates differences in practice cost structures by specialty, using 
data that is highly validated and reliable, from large, nationally 
representative surveys of physician practices; 


e can be regularly updated as new surveys of physician practice costs 
(e.g., the AMA SMS surveys) are conducted; 


¢ can be used to calculate either direct practice expense RVUs, indirect 
RVUs, or both, so it can be combined with alternative methods for one 
or the other portion of RVUs; 


* uses no data beyond what is currently employed in the MFS; and 
e is easy to calculate and simulate. 


The SRB method has been shown to result in fees for most major Medicare services that are quite 
similar to the fees the Physician Payment Review Commission computed using preliminary 
micro-costing methods (Pope and Burge, 1993). In that sense, it is a method that has already been 
validated. The SRB method of allocating indirect practice expense RVUs could be combined with 
a micro-costing/ physician panel approach to direct practice expense RVUs in the absence of 


service-specific information on indirect costs. 


The SRB method is subject to the following criticisms or limitations: 


* itis a specialty rather than service level method, which can lead to 
inaccuracies for services with practice expense proportions different from the 
specialty average; 


* it imposes a proportional relationship between work and practice expenses 
that does not vary by individual service (within a specialty); 
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e it breaks down for services without a physician work RVU, such as technical 
components of tests; 


e itis based on accounting principles, not true economic cost relationships; and 


¢ it does not explicitly account for behavioral supply elasticities of physician 
services that could be used to attain a more socially desirable supply of 
services. 


Site of Service Differential 

The premise of a site of service differential is that physicians should not be paid 
for costs they do not incur in providing a service. If a service is provided in a non-office 
setting, physicians presumably do not incur the direct, variable costs of furnishing that 
service, such as medical supplies and clinical labor. However, they still incur the fixed 
costs of maintaining an office, billing costs, etc. Paying physicians direct costs for services 
provided outside the office constitutes over-payment because for non-office services the 
facility (hospital, ambulatory surgery center, etc.) is compensated for providing the non- 
physician inputs (nurses, operating room, drugs, etc.). HCFA has recognized this issue by 
imposing its site-of-service differential policy, which reduces practice expense payments 
by 50 percent for certain services when they are performed outside the office. 

We propose a more systematic site of service adjustment which would apply to 
nearly all services. The alternative policy is based on division of total practice expense 
RVUs into direct practice expense RVUs and indirect practice expense RVUs. Direct and 


indirect practice expenses (from the AMA Marketplace Statistics, 1994) are defined as: 


Direct Practice Expenses 
e clinical labor, 


¢ medical supplies, and 


* medical equipment 


Indirect Practice Expenses 
¢ administrative labor, 


* office space, equipment, utilities, supplies, 


° miscellaneous expenses (e.g., automobile, continuing education, legal, etc.). 
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Although the proportions vary by specialty, roughly one-third of total practice expenses 
are direct, while the remaining two-thirds are indirect expenses. 

If a service is provided in the office we propose to pay the full practice expense 
RVUs, direct and indirect. However, when a service is provided outside the office, we 


propose to pay only the indirect RVUs. Thus, a service provided outside the office will be 





paid at a lower rate than a service provided in the office. For global surgical services, a 
portion of the direct practice expense RVU in proportion to the office proportion of total 
work is included in the non-office payment (PPRC, 1992). This payment captures the 
office practice resources within the global surgery period. The proposed site-of-service 


adjustment is summarized as: 


Practice Expense Payment 


Place of Service Direct Indirect 
Office v J 
Non-Office (global surgeries) % o 
Non-Office (other) J 
Simulation Methods 


The Specialty Resource-Based (SRB) method requires specialty PEPs, physician 
service volumes for each CPT/ modifier code by specialty, and MFS work RVUs. This 


information was obtained from three data sources: 


¢ The American Medical Association's Physician Marketplace Statistics, 1994; 
e The 1994 HCFA BMAD Procedure File; and 
¢ The National Physician Fee Schedule Relative Value File--Calendar Year 1996. 
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The American Medical Association's Physician Marketplace Statistics, 1994, which is based 
on the 1993 AMA Socio-economic Monitoring System (AMA SMS) survey of physicians, 
was used to create specialty, level practice expense percentages (PEPs). These data are the 
most recent available. The 1994 HCFA BMAD Procedure File contains aggregate volume 
and Medicare expenditures for physician services. The data are aggregated to the CPT 
procedure code/ modifier level by specialty and Medicare locality for calendar year 1994. 
This file also contains type of service and place of service. The third data base, the 
National Physician Fee Schedule Relative Value File--Calendar Year 1996, contains RVU 
and other information by CPT code/modifier. 

Practice expense percentages (PEPs) were calculated for 17 specialties as the ratio 
of mean total practice expense over mean reported gross revenue (less malpractice 
expense) per self-employed physician, using the American Medical Association's 
Physician Marketplace Statistics, 1994. We crosswalked all physician specialty codes on the 
1994 HCFA Procedure File to AMA specialty codes so that a specialty PEP could be 
assigned to each specialty. Service level PEPs were calculated for each CPT code as a 
weighted average of specialty PEPs for all specialties that provide the i-th CPT code. The 
weighting factor is simply the proportion of services provided by each specialty. 


Simulation Results 

1996 MFS and SRB RVUs for selected high dollar volume CPT service codes are 
shown in Table E-1. MFS and SRB total and practice expense RVUs are compared for 
services provided inside and outside the physician office setting. SRB RVUs reflect 
adjustments to preserve aggregate practice expense payment neutrality from moving to 
resource-based practice expense RVUs and from imposing the alternative site-of-service 
adjustment policy. In general, visits, consults and other evaluation and management 
services experience increases in RVUs under the SRB method. For example, an office visit 
for an established patient (99213) has 0.38 practice expense RVUs and 0.96 total RVUs 
under the 1996 MFS if performed in the office. Under the SRB method practice expense 
RVUs increase to 0.59 (55 percent gain versus MFS) while total RVUs increase to 1.17 (22 
percent gain versus MFS). Non-office SRB RVUs are 0.95 and 0.37 for total and practice 
expense RVUs, respectively, compared to 0.77 total and 0.19 practice RVUs under the 
MFS. The new site-of-service adjustment reduces practice expense for office visit code 


99213 by 37 percent rather than 50 percent as done under the current MFS policy. 
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Hospital visit RVUs are changed less than office visit RVUs under the new 
policies. Total RVUs for code 99231 fall from 0.92 to 0.86 (-7 percent) under the SRB 
method, while practice eepenee RVUs are reduced by 15 percent because only the indirect 
practice expense RVUs are allowed. Conversely, practice expense (total) RVUs for code 
99232 increase by 20 percent (7 percent), despite the non-office site-of-service reduction in 
RVUs. 

Major surgeries and diagnostic procedures tend to have reduced RVUs under the 
SRB method with the new site-of-service adjustment. For example, CABG surgery (33533) 
practice expense RVUs fall from 30.45 to 12.62 (-58 percent) under the SRB method, while 
total RVUs decline from 59.81 to 41.98 (-29 percent). The reductions in RVUs reflect the 
low proportion of practice expenses in cardio-thoracic surgeons’ total revenues (39 
percent) compared to the high historical charges for this service, and the site-of-service 
reduction, which pays only the indirect practice expense RVU and the global surgery 
office percent of the direct practice expense RVU. Upper GI endoscopy, biopsy (43239) 
has 6.46 total RVUs and 3.44 practice expense RVUs under the MFS. (MFS non-office 
RVUs do not change since this service is not subject to the MFS site-of-service 
adjustment.) SRB office RVUs are 5.18 and 2.16 for total and practice expense RVUs, 
respectively. SRB non-office total and practice expense RVUs are reduced to 4.51 (-13 
percent vs. SRB office) and 1.49 (-31 percent vs. SRB office). Compared to the MFS RVUs, 
the non-office practice expense and total RVUs fall by 56 percent and 30 percent, 
respectively. 

Table E-2 presents simulated changes in practice expense RVUs and total RVUs 
for selected specialties when moving to SRB RVUs with the alternative site-of-service 
policy. In general, specialties providing more office-based primary care and evaluation 
and management services gain under the SRB RVUs, while specialties providing surgical 
and diagnostic services lose. Family Practice gains 35 percent practice expense RVUs (14 
percent overall). General Practice shows a similarly large increase for practice expense 
RVUs (32 percent) and total RVUs (13 percent). Among the internal medicine sub- 
specialties there are winners and losers. For example, General Internal Medicine gains 26 
percent for practice expense RVUs and 10 percent for total RVUs. Conversely, 


Cardiovascular Disease loses 8 percent and 4 percent, respectively. 
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Most surgical specialties lose RVUs under the SRB method. General Surgery, 
Orthopedic Surgery and Cardiac/Thoracic Surgery show large practice expense (total) 
RVU reductions of 33 percent (15 percent), 29 percent (15 percent) and 59 percent (32 
percent), respectively. Ophthalmology, however has gains in practice expense RVUs of 11 
percent (5 percent total), while Urology breaks even. 
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TABLE E-1 


MEDICARE FEE SCHEDULE PRACTICE EXENSE RVUs COMPARED TO RESOURCE-BASED PRACTICE EXPENSE 
RVUs WITH PROPOSED SITE-OF-SERVICE ADJUSTMENT, FOR SELECTED PROCEDURE CODES 


SRB RESOURCE-BASED RVUs 
WITH NEW SITE-OF-SERVICE 
1996 MFS RVUs POLICY 





oO ®o ® oO 
” w” ” (72) 
Cc S Cc Cc 
oO oO o oO 
a [os Q Q 
x x x x 
i i nf i 
Procedure 8 8 8 8 
Code/ 6 is S rs 3 is 3 a 
Modifier Description o ie oO. = o = o = 
Office Visits 
99213 Office/outpatient visit, est 0.38 0.96 0.19 0.77 0.59 ol 7 0.37 0.95 
99214 Office/outpatient visit, est 0.50 1.48 0.25 1-23 0.96 1.94 0.60 1.58 
Hospital Visits 
99231 Subsequent hospital care : : 0.38 0.92 : : 0.32 0.86 
99232 Subsequent hospital care : : 0.45 AES ; 5 0.54 1.46 
Consultations 
99244 Office consultation 1.23 Shy 0.62 2.96 1.97 4.31 1.25 3.59 
99254 Initial inpatient consult : 1.20 3.58 : : 1.26 3.64 
Eye Exams 
92012 Eye exam established pt 0.44 1.28 0.22 1.06 1.04 1.88 0.64 1.48 
92014 Eye exam & treatment 0.54 1.62 0.27 1.35 1.34 2.42 0.83 1-9 
Other 
99285 Emergency dept visit : Hole 3.84 : 1.79 4.50 
99312 Nursing facility care, subse ; 4 0.41 A 33 : : 0.63 1.55 
Surge 
33533 CABG, arterial, single : : 30.45 59.81 : 12.62 41.98 
66984 Remove cataract, insert lens 12.66 23.49 12.66 23.49 tileO m2 2253 8.64 19.47 
Diagnostic 
43239 Upper GI endoscopy, biopsy 3.44 6.46 3.44 6.46 2.16 5.18 1.49 4.51 
92982 Coronary artery dilation 14.05 26.25 14.05 26.25 BI925 2 ilad2 ek Ws) 
LS) 
NOTES: 


Total RVUs include work RVUs, practice expense RVUs, and malpractice expense RVUs. 

Practice expense RVU neutrality adjustment of 0.88703 imposed on resource-based practice expense RVUs. 

Site-of-service practice expense RVU neutrality adjustment of 1.26321 imposed on resource-based practice expense RVUs for all 
eligible services under alternative site-of-service policy. 


SOURCE: HER calculations using the 1996 HCFA RVU file, 1994 HCFA Procedure File, and 1994 AMA Physician Marketplace Statistics. 
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TABLE E-2 


t 
SPECIALTY INCOME IMPACTS OF RESOURCE-BASED PRACTICE EXPENSE RVUs WITH 
PROPOSED SITE-OF-SERVICE ADJUSTMENT VERSUS 1996 MEDICARE FEE SCHEDULE 





RESOURCE-BASED RVUs WITH ALTERNATIVE SITE-OF- 
SERVICE ADJUSTMENT(a) 





Practice Expense 
Specialty Description RVUs (b) Total RVUs (c) 


General/Family Practice 
Family Practice 34.6 % 13.6 % 
General Practice 31.6 1225 


Internal Medicine 


Internal Medicine 26.3 10.3 

Cardiovascular Disease -7.8 -3.9 

Nephrology 14.3 4.9 
Surgery 

Ophthalmology 10.6 5.1 

General Surgery -33.4 -15.1 

Orthopedic Surgery -29.1 -14.6 

Urology 0.3 0.2 

Cardiac / Thoracic Surgery -59.2 -32.1 
Psychiatry 

Psychiatry 33.6 9.1 
Radiology (d) 

Radiology -20.3 -9.8 


Anesthesiology (e) 


Anesthesiology -34.2 -13.2 
Pathology 
Pathology -47.0 -18.1 


NOTES: 

Total RVUs include work RVUs, practice expense RVUs, and malpractice expense RVUs. 

Practice expense RVU neutrality adjustment of 0.88703 imposed on resource-based practice expense RVUs. 
Site-of-service practice expense RVU neutrality adjustment of 1.26321 imposed on practice expense RVUs for all 
eligible services. 

Table excludes specialties with discontinued specialty codes. 

Table assumes no behavioral response of physicians to fee changes. 


a Site-of-service policy includes only indirect practice expense RVUs if service performed outside of office. Global 
surgeries include percent of direct RVUs. 
b Change reflects impact on practice expense RVUs from use of alternative site-of-service adjustment vs. 1996 MFS adjustment. 
c Change reflects impact on total RVUs from use of alternative site-of-service adjustment vs. 1996 MFS adjustment. 
d Radiology PEP applied to professional component services. 
e Does not include anesthesia services. 


SOURCE: HER calculations using the 1996 HCFA National Physician Fee Schedule Relative Value File and 1994 HCFA Procedure File. 
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1.0 INTRODUCTION AND BACKGROUND 


Medicare's practice and malpractice expense RVUs were developed by HCFA and are 
based on historical charges rather than resource costs as done for the work RVUs. About 54 
percent of total Medicare Fee Schedule (MFS) payments go toward physician work while 41 
percent and 5 percent are allocated to practice and malpractice expenses, respectively. Since the 
latter two components of the MFS are still based on historical charges, the MFS effectively goes 
only halfway towards the goal of a fully resource-based fee schedule. Because of this, HCFA is 
now under a mandate to implement resource-based practice expense RVUs by January 1, 1998. 
Currently, HCFA is funding three projects to develop the required RVUs. The first is a multi- 
year, multi-million contract awarded to Abt Associates to collect physician practice level primary 
data on direct and indirect practice expenses for all CPT codes. A second contract was awarded 
to Harvard University to develop resource-based RVUs using extant data sources. Finally, this 
project represents the third award for developing resource-based RVUs, also using existing data. 

In this project, we develop resource-based practice expense RVUs using the Specialty 
Resource-Based (SRB) methodology (see Section 2.0) from 1994 physician volume information by 
CPT code, 1996 physician work RVUs and practice expense information from the AMA's 
Physician Marketplace Statistics, 1994. It extends previous work by Pope and Burge (1993) by 
employing the most recent practice expense percentages, developing direct and indirect practice 
expense RVUs, and by creating resource-based practice expense RVUs for anesthesia services. 

This report is organized as follows. In Section 1.1 we review the methodology employed 
by HCFA to derive practice expense RVUs and discuss the implications from using RVUs that are 
not resource-based. We describe alternative methods for generating resource-based practice 
expense RVUs in Section 1.2. We provide a conceptual discussion of the SRB methodology used 
in this report to create resource-based practice expense RVUs in Section 2.0. The simulation 
methodology, including a description of the data sources used, is provided in Section 3.0. We 
describe our simulation results in Section 4.0, while Section 5.0 contains a discussion of the policy 


implications of adopting the resource-based practice expense RVUs created in this report. 
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1.1 The Medicare Fee Schedule Practice Expense Relative Value Units 
1.1.1 Method of Calculation 


Under the Medicare Fee Schedule, the physician's overall practice and malpractice 
expense RVU components were calculated by HCFA by multiplying the average percentages of 
these costs in physician revenues by the average historical charge for a service (Federal Register, 


November 25, 1991). The practice (and malpractice) expense RVU formula is: 


RVU,,., = CE sie) *(AC)is (1) 


where 
AC, = the allowed charge for service i in the base year, "aged" forward to 1991. 
s= ascaling factor approximately equal to the conversion factor. 


PEP, = the ratio of mean practice (or malpractice) expense to mean total gross revenue for 
specialty j, and 

PS,,;= the proportion of service i provided by specialty j. 
The practice (or malpractice) expense percentage for service i, shown in equation (1) in brackets, 
is essentially an average across specialties, weighted by the proportion of service i provided by 
the j-th specialty. Practice expenses are measured as the sum of all expenses for ancillary 
personnel, equipment, supplies, rent or mortgage, and any other practice expenses besides 
physician compensation or malpractice premiums. Practice expense data from a national survey 
of physician practices were used to estimate the PEPs. Malpractice expense RVUs also were 


calculated using equation (1) with malpractice expenses replacing practice expenses. The actual 


practice expense percentages for each specialty used by HCFA in the MFS are shown in Table 1-1. 
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The HCFA methodology basically is a cost-to-charge method whereby the bracketed term 
in equation (1), [}’, (PEP,) * (PS,,)], is the weighted average cost-to-charge ratio (CCR) over all 
specialties for the i-th service. Practice (and malpractice) "costs" for each CPT code, therefore, are 


derived by multiplying the practice expense CCR by the allowed charge for each service. 
1.1.2 Criticisms of the RVUs 


The fundamental problem with the MFS practice expense RVUs (RVU,,.) is that they are 
derived from historical charges rather than service-specific practice cost estimates like the work 
RVUs. The MFS is essentially an average of a resource-based fee schedule (the work RVUs) and a 
charge-based fee schedule (the practice expense and malpractice RVUs), whereas it was intended 
to supersede charges entirely. Any benefits from resource-based fees--less incentive to over 
provide historically overvalued services and under provide undervalued ones, for example--are 
attenuated in the MFS. Distortions present in historical charges due to differential insurance 
coverage of types of services and varying elasticities of demand remain in the MFS through the 
practice and malpractice expense RVUs. 

A second limitation of the current RVU,, computation is more technical in nature. The 
practice expense percentages (PEPs) used in the RVU calculation are the weighted average of 
specialty shares of overhead in total revenues. Thus, the cost model underlying the RVU,,, is an 
average specialty-based cost model, not a procedure-specific model (we describe procedure- 
specific models below). Cost variations from service to service are not reflected in the PEPs. 
Service to service variation is created in the RVU,, by the allowed charge, but this variation is as 
likely to reflect differences in physician work or in economic rent as it is to reflect practice 
expense differences. 

The major criticism of the practice and malpractice expense RVUs components is that they 
are not resource-based as is the work RVU, thus Medicare's MFS is only partially resource-based. 
Fees capture inefficiencies engendered by the charge-based system the MFS intended to replace. 
Specifically, inefficiency enters the practice and malpractice RVUs through use of historical 
allowed charges (from the 1989 part B Medicare Annual Data (BMAD) file) in equation (1) since, 
under the Customary, Prevailing and Reasonable charge (CPR) system, inefficient or low volume 


providers may have been shielded by excessive allowed charges (above marginal costs). 
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The second source of inefficiency to enter the practice and malpractice expense RVUs 
emanates from the American Medical Association's 1989 Socioeconomic Monitoring System 
(1989 AMA SMS) survey data which were used to calculate the practice and malpractice expense 
components of the MFS by specialty. This survey randomly selects respondents without regard 
to whether the physician's practice is efficient or inefficient. As a result, the practice and 
malpractice expense measures are an average of both efficient and inefficient practices. 

Concerns about Medicare's practice expense payments based on historical charges are not 
merely theoretical in nature; differences between current fees and cost- or resource-based fees are 
substantial. Simulations of resource-based practice expense payments by the Physician Payment 
Review Commission (1992) and the Center for Health Economics Research (Pope and Burge, 
1993) show large changes in Medicare physician fees and specialty redistributions. For example, 
the simulated post-transition Medicare fee for a 4-vessel coronary artery bypass graft was $2,286, 
compared to $1,490 for PPRC's resource-based fee and $1,662 for CHER's resource-based fee 
(Pope and Burge, 1993). Conversely, employing cost-based RVU,,, raised the simulated Medicare 
fee of $78 for an intermediate office visit (code 99204) to $91 (PPRC) and $90 (CHER). Specialty 
income redistributions are roughly twice as large as in the MFS (compared to historical charges). 
Thoracic surgeons, for example, would lose 19 percent of their Medicare income with resource- 
based practice expense payments while general practitioners would gain 14 percent, compared to 
the fully implemented MFS (Pope and Burge, 1993). Differences of this magnitude are certainly 
large enough to affect physician supply of services, and, in the long run, specialty choice. In 
addition, there is an equity issue. Hsiao et al. (1993), for example, claims that procedure-oriented 
specialties can recover their practice costs through a much lower volume of services than can 
primary care specialties. The Hsiao et al. (1993) study attempted to simulate the impact of the 
Medicare practice expense RVU on physicians! income by focusing on a single, standard service 
performed by a set of specialties. Projected annual Medicare revenues were based on a predicted 
volume of a single service paid under the MFS for each specialty and then were compared to 
average specialty practice expense data obtained from AMA surveys. (A parallel simulation was 
done using predicted submitted charges.) The Hsiao study predicted that medical specialties 


would be underpaid for their practice expense by 15 to 91 percent across specialty, while surgical 
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specialties showed overpayment for practice expenses. This study, however, has been widely 
criticized for its use of a single service to extrapolate practice level impacts for each specialty. 

In 1993, HCFA responded to some apparent inequities in the practice expense payments 
for procedures performed outside of physicians' offices (typically performed by surgical 
specialties) by reducing their practice expense RVUs (Federal Register, V. 58, No. 230, December 2, 
1993, p. 63687). That is, if a service's practice expense RVU exceeded its work RVU by more than 
28% and it was performed less than 75 percent in physicians' offices, then 25 percent reductions 
were imposed on the practice expense RVU (but not to be reduced below 128 percent of the work 


RVU). 
1.2 Review of Methods to Develop Resource-Based Practice Expense RVUs 


Several methods to create resource-based RVUs have been developed as alternatives to 
HCFA's current charge-based methodology. These methods can be grouped into two general 
categories. In the first category are those methods that necessitate costly primary data collection 
efforts and require considerable periods of time. The second category includes methods that rely 
on existing data sources and can be performed in a reasonably short period of time. In addition, 
the costs for methods in the latter category are relatively modest. Below we describe several 
methods that have been proposed for deriving practice expense RVUs and briefly discuss some of 


the strengths and weaknesses associated with each one. 
1.21 Long Term Methods Involving Primary Data 


PPRC Method 

The Physician Payment Review Commission (PPRC) has devoted considerable attention 
to delineating the principles of resource-based allocation of nonphysician costs. The PPRC has 
also evaluated the feasibility of collecting the data necessary to implement a resource-based 


approach. A PPRC report describes their approach and results of simulations of resource-based 
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fees with data from one multi-specialty clinic (PPRC, 1992). The PPRC method relies on three 


basic concepts: 


i Direct costs; 
Dr Indirect costs; and 
33 A site of service differential. 


Direct costs are costs directly attributable to specific services--clinical labor, medical equipment 
and supplies, and a constant billing cost. Indirect costs are "overhead" costs that are difficult to 
assign to specific services--office space and equipment, administrative labor, and miscellaneous. 

PPRC has measured direct costs for specific services using data provided by a large 
multispecialty clinic (PPRC, 1992). General instructions were given to the clinic to provide 
resources (clinical labor, medical supplies and equipment) utilized in providing each service, 
which were then multiplied by national prices of these inputs to estimate direct costs by service. 
Actual MFS payments are determined by assuming that 32 percent of total MFS practice expense 
payments are to cover direct practice expenses.’ Indirect costs--the remaining 68 percent of MFS 
practice expense payments--are allocated to services in proportion to the sum of physician work 
and direct costs. 

Direct costs are assigned only to office services and global surgical services.” This creates 
a site of service differential--a service is paid at a higher rate when performed in the office than 
when performed outside the office (e.g., at a hospital or ambulatory surgery center). The 
rationale for the site of service differential is that physicians incur direct costs only when a service 
is performed in their office. If it is performed elsewhere, the facility (e.g., hospital) incurs the 
direct costs and is compensated through Medicare's facility payment. Paying the physician direct 
costs for non-office services would therefore constitute double-payment. The indirect costs of 
maintaining an office, on the other hand, are incurred by the physician regardless of where 


services are performed and are therefore assigned proportionately to all services. 


The estimate that 32 percent of physician practice expenses are for direct costs is based on Medical Economics survey data (PPRC, 
1992a, p. 7). 


With the exception of a constant cost of billing, which is allocated to all services, and is considered a direct cost. 
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The PPRC method is a resource-based approach that produces practice expense relative 
values that seem to have face validity, at least with the data from the one multispecialty practice 
that PPRC used. Direct costs are derived for individual procedures using actual data rather than 
expert opinion, and accepted accounting principles are used to derive indirect costs. The site-of- 
service differential for non-office services establishes an important principle for cost allocation. 

A major drawback of the PPRC method is that it requires an expensive, complex, 
intrusive, and time-consuming primary data collection from physician practices. The expense of 
collecting the data implies that only a small number of practices can be surveyed, and the ones 
willing to cooperate with this type of data collection are likely to be large multispecialty group 
practices. Thus, the data will be collected from a small, nonrepresentative and self-selected 
sample of practices. Practice expense relative values derived from these data may not be 
representative of the broad spectrum of physician practice arrangements, e.g., solo or small 
group practices. PPRC has also been criticized for its assumption that two-thirds of practice 
expenses are indirect expenses which require a somewhat arbitrary method of allocation to 
services. Other researchers have found a higher direct cost percentage (Pope and Burge, 1995; 
Dobson and Showstack, 1994). Finally, PPRC did not develop an actual data collection 
instrument, relying instead on general instructions to the practices it worked with. Thus, the 
reliability and consistency of its data collection are questionable. Indeed, PPRC found that data 
collected from two other practices showed considerable variations from the data it used in its 


simulations (PPRC, 1992). 


Microcosting Methods 


The microcosting method (sometimes called the "engineering method" by accountants) for 
deriving resource-based practice expense RVUs is based on accounting principles and combines 
normative and empirical techniques. Variants of this method have been used by The Center for 
Health Policy Studies (CHPS) in its research for HCFA on the cost of ambulatory procedures and 
Lewin/VHI in its study for the American Academy of Orthopaedic Surgeons (Dobson and 
Showstack, 1994). The PPRC method described above is also a variant of this general approach. 


The major steps in microcosting are: 


¢ Identifying the services to be priced. In the present case, this is 
straightforward, as the CPT-4 (HCPCS) codes define the services to be priced. 
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e Assigning units of resource inputs to each service. This could be done either 
through expert opinion (e.g., physician panels), self-report from practices 
(e.g., logs or surveys), observation ("time and motion studies"), or some 
combination of these methods. 


e Pricing units of inputs (e.g., the price of a certain dosage of a drug). Prices 
may be obtained either from secondary sources, or through primary data 
collection. 


e Multiplying prices by quantities of inputs to obtain total direct costs for each 
service. 


e Identifying and allocating resources that cannot be assigned to specific 

services (i.e., indirect costs). Accountants often allocate indirect costs in 

proportion to direct costs, or according to some measure of "activity". 
The CHPS microcosting approach (Miller, 1994) requires that normative resource profiles for a 
set of "reference procedures" be developed for physician services by expert panels of physicians 
and practice managers. The resource profiles are validated against actual physician practice 
experience through field work (i.e., visits to actual practices). Unit input prices are also collected 
from providers. Then, direct costs are extrapolated to nonreference services, and indirect costs 
are allocated. The Lewin study of 14 procedures often provided by orthopedic surgeons (Dobson 
and Showstack, 1994) collected direct expenditures for each service rather than input quantities 
and unit prices separately. Data were obtained from nine clinics. Indirect expenses were 
allocated in proportion to procedure time. 

The major advantage of the microcosting approach is that it provides a verifiable and 
replicable method to gather detailed resource input and cost information for each service. The 
detailed level of data collection, as well as input by physician panels, provides face validity to the 
estimated direct expenses at the individual service level among physicians and others. 

The microcosting method suffers from several drawbacks, however. Collapsing the wide 
variety of practice and production relationships into a single resource profile is somewhat 
arbitrary. Expert opinion or practice logs may produce unrepresentative or unreliable estimates 
of direct costs. Microcosting is essentially a short-run accounting method and the allocations 
may not capture the true long run economic cost relationships. In particular, direct or variable 
costs may be underestimated. The reference procedures that are microcosted are not likely to be 


fully representative of all other services. Methods of allocating indirect expense can be arbitrary. 
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Econometric Cost Function Method 

Economists often estimate cost functions using statistical methods to study the cost of 
producing outputs or services. The cost function approach requires data on total costs by 
practice, the outputs of that practice, and the input prices the practice faces. Then regression 
techniques are used to statistically estimate the coefficients of output and input prices in a 
practice-level regression where cost is the dependent variable. The marginal cost of each service 
can be derived from the estimated coefficients. Several preliminary attempts at cost function 
estimation for physician practices have been made (Pope and Burge, 1995; Gillis et al., 1991). 

The advantage of the cost function method is that, if properly executed, it should produce 
the correct long-run marginal cost of providing physician services. In the best case, it is more 
accurate and more data driven than microcosting, involving less potentially arbitrary or 
unrepresentative expert opinion or reliance on data from a small number of practices. The 
approach has both advantages and disadvantages in terms of data requirements. On the one 
hand, it does not require detailed resource profiles for individual services, or even direct versus 
indirect cost. Total practice costs are sufficient to estimate a cost function. On the other hand, a 
large sample of practices is necessary to achieve statistically reliable results. Also, input prices 
faced by each practice must be known or approximated. 

The biggest disadvantage of the cost function method is that it is difficult or impossible to 
reliably estimate costs for a large number of individual services. Services must be aggregated 
into larger groups, which may not be representative of all the individual services they contain. 
Some important technical and statistical problems also limit the ability of cost function analysis to 
develop robust, valid cost estimates. For example, practice outputs may be endogenous in a cost 
function, leading to statistically biased estimates. Also, dealing with the substitution of physician 
and nonphysician inputs is not straightforward in cost function analysis since the "price" (i.e., 


opportunity cost) of physician time is unobserved, and physician time itself is endogenous. 


Ramsey Pricing Method for Indirect Costs 


A method of allocating indirect practice expenses derived from the economic theory of 
Ramsey pricing has been proposed by researchers at the University of Pennsylvania (Pauly and 
Wedig, 1991). This method begins by recognizing that physician fees must be greater than the 


direct costs of providing services. Price must exceed direct marginal cost because the overhead 
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expenses of running a practice (e.g., office rent) must be met. It is also assumed that physicians 
are responsive to financial incentives and that they face financial incentives to oversupply 
services. Given this situation, the goal of Medicare or other third-party payers should be to 
allocate overhead costs among services so as to minimize physician oversupply of services. 

This goal implies that more of overhead costs should be allocated to services whose 
supply is relatively insensitive to the price that physicians receive for them. Conversely, less of 
overhead expenses should be allocated to services where physicians may significantly increase 
supply in response to a higher price. For example, more overhead costs should be loaded onto 
nondiscretionary services such as setting broken arms, and less onto services such as 
diagnostic/ laboratory tests where "inducement," or oversupply, may be a problem. By setting 
the price for the latter type of services closer to marginal cost, physicians will have less incentive 
to oversupply them. 

The primary advantage to the Ramsey Pricing approach is that the resultant prices are 
economically efficient. Given such prices, incentives for physicians to provide unnecessary 
services would be minimized. 

The major drawback of Ramsey pricing is practical implementation. Accurately 
estimating the long-run marginal cost of services and the sensitivity of physician supply of 
services to price is difficult. Also, this approach may be difficult to explain to physicians and 


policy makers. 


Departmental/ Functional Cost Approach 

Researchers at Harvard University (Latimer, Kane, and Moseley, 1993; Latimer and Kane, 
1994) have proposed a method for deriving practice expense RVUs which focuses on allocating 
indirect practice expenses grouped by department or function onto classes of services. The 
method could be used for direct or indirect costs or both, but is probably most useful for indirect 
costs. Essentially, it is a method for allocating indirect costs in a less arbitrary manner. The 
Harvard method is similar to the departmental cost accounting approaches often used for 
hospitals and is a standard accounting methodology. For physician practices, nine distinct 


practice functions are identified: 


1. providing direct patient care incident to a visit, 
2. providing medical services other than visits, 
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obtaining insurance authorizations, 
maintaining medical records, 
billing, 

collection, 

bookkeeping, 

management and coordination, and 
occupancy. 
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Practice expenses collected through a survey instrument are assigned to a practice function and 
then are allocated to each function using practice function-specific regression estimates. Services 
are classified by function for each regression model. 

An important contribution of this analysis is that it attempts to allocate indirect costs, 
which are a large share of the total, less arbitrarily. It makes sense to try to assign costs to the 
activities that give rise to them through an analysis of "functions" or "activities". The most 
significant drawback of the functional approach is that it is unlikely that the required information 
can be reliably collected from practices. Several of the functions, such as "management and 
coordination," are nebulous, and cannot clearly and unambiguously be identified with specific 
resources. Collecting the necessary data would be especially difficult from small practices, where 
personnel may perform multiple duties or functions. Workers are probably unable to reliably 
report what percentage of their time they spend on the various "functions" and time and motion 


studies to obtain this information are too expensive and intrusive. 


Practice Characteristics Approach 


A final method that has been proposed to reimburse practice expenses is to pay lump 
sums based on practice characteristics (Latimer and Becker, 1992; Latimer, Kane, and Moseley, 
1993). An expected level of expense would be determined based on such factors as practice size 
and office orientation. Each practice would receive a payment for this based on its proportion of 
care delivered to Medicare beneficiaries. Payment could be made in several ways, for example, a 
lump sum independent of service volume, or a per service amount up to a total payment limit. 
Direct (marginal) costs could be paid on a per-service basis while indirect costs could be paid in a 
quarterly lump sum amount. 

An advantage of the practice characteristics approach is that practices would have less 
incentive to (over) supply services at the margin because marginal (i.e., per service) payments 


would be lower. Payments for practice expenses could also be more closely tailored to actual 
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practice costs. For example, if larger practices incur higher overhead costs than smaller practices 
for providing the same set of services, this could be reflected in payments. The practice 
characteristics approach could result in inefficient distortions of practice organization, however. 
Paying more for larger size, for example, would give practices an incentive to increase their size. 
Also, the administrative burden on HCFA would be much higher, as the characteristics of 


thousands of practices would have to be determined and verified. 
1.2.2 Short Term Methods Using Extant Data 


Although a large primary data collection effort will produce the most accurate practice 
expense RVUs in the long-run, there are several reasons to also pursue a short-run calculation of 
resource-based practice expense RVUs using extant data. First, RVUs can be produced and 
simulated more quickly using extant data. This will give an idea of the impact of a fully resource- 
based fee schedule, which will be useful for the policy debate. Second, RVUs can be produced at 
much lower cost using extant data. Third, in all probability, resource-based RVUs will be derived 
from primary data for only a small minority of CPT-4 codes. Methods employing extant data can 
be adapted for the necessary gap-filling/extrapolation. Fourth, the short-run methods can 
provide a validity check and benchmark for any longer-run effort. 


We now describe the short-run methods using extant data that have been proposed. 


Hsiao et al. Method 
As part of their work on the Resource-Based Relative Value Scale, Hsiao and his 
collaborators proposed a method of accounting for practice expenses (Becker, Dunn, and Hsiao, 


1988). The formula they proposed for resource-based relative values (RBRV) was: 


RBRV = (TW) *(1 + RPC) «(1 + AST) (2) 


where 
TW = total physician work, 
RPC = an index of relative specialty practice costs, and 


AST = an index of amortized value for the opportunity cost of specialty training. 
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The multiplicative term 1 + RPC = PCF (practice cost factor) accounts for practice expenses in the 
original Hsiao scheme. The practice cost factor, PCF, is the ratio of gross practice revenue to 
physician net income by specialty. The total payment is thus determined by "marking up" 
physician work, the analogue of net income, to yield the fee, the analogue of gross income. 
Within a specialty, practice costs are allocated in proportion to the total physician work of a 
service. 

The Hsiao multiplicative approach was criticized by the PPRC on several grounds (PPRC, 
1989, pp. 104-106). First, under the Hsiao approach to practice expense, fees vary by specialty, 
which the PPRC saw as contrary to the intent of a resource-based relative value scale. Second, 
because practice expenses are not measured for each service, some inaccuracy in allocating 
expenses across individual services occurs. That is, some services performed by a specialty 
require greater amounts of practice inputs such as nurse time and medical supplies than others. 
Third, the Hsiao method imposes a rigid, proportional relationship between practice expense and 
physician work. If the work RVUs change, then so will the practice expense RVUs. Since practice 
expense is not necessarily directly related to physician work, this proportional relationship 


between the two may not be desirable. 


Time-Based Practice Expense Method 
The time-based practice expense (TBPE) method, proposed by Daniel Dunn of Harvard 


University, relies on practice expense data and physician work time units. The basic idea of this 
method is to (1) divide practice expenses into direct and indirect components; (2) multiply the 
direct practice expense percentages (PEPs) by the historical allowed charge to estimate a direct 
practice expense RVU; and (3) allocate the remaining indirect expenses in proportion to physician 
time. The TBPE method, therefore, is a mixture of the current charge-based Medicare method for 
direct expenses, and an allocation of indirect expenses according to physician time. The TBPE 
method is mostly, but not fully, resource-based since it uses historical charges. Under the TBPE 
method, the division between direct and indirect practice expense RVUs must be specified using 
physician practice survey data such as the AMA SMS. 

The SRB method is a third short term alternative for creating resource-based practice 


expense RVUs and is described in the following section. 
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TABLE 1-1 


PRACTICE AND MALPRACTICE EXPENSE PERCENTAGES USED IN THE MFS, BY SPECIALTY 





MFS (a) 
EXPENSE PERCENTAGE 
Specialty Practice Malpractice 
All 41.0 % 48 % 
GP/FP 92.2 3.9 
Internal Medicine 46.4 2.8 
General Internal Medicine 46.4 2.8 
Cardiovascular Diseases 36.1 PDT 
Other IM 40.5 2.6 
Surgery 31.8 7.4 
General Surgery 31.8 7.4 
Otolaryngology 45.2 4.9 
Orthopedic Surgery 45.2 7.4 
Ophthalmology 44.4 23 
Urological Surgery 39.9 3.9 
Other Surgery 38.9 7.6 
Pediatrics 49.3 3.1 
Obstetrics/Gynecology 38.0 8.8 
Radiology (b) - - 
Psychiatry 26.4 Shi/ 
Anesthesiology 23.2 7.3 
Pathology 28.5 te) 
Other Specialty 40.3 3.0 
NOTES: 


Practice expense percentage calculated as: (practice expense/reported gross revenue). 

Malpractice expense percentage calculated as: (malpractice expense/reported gross revenue). 

a Practice and malpractice expense percentages actually used to derive RVUs in the MFS. (Federal Register, Nov. 25, 1991, p. 59568.) 

b Medicare divides into 4 types: (1) diagnostic x-ray (groups), 2) global for below radiology specialties, (3) professional component for radiation 
therapy, radiology, roentgenology, and radiology, and (4) technical component for radiation therapy, radiology, roentgenology, and radiology. 


SOURCE: Federal Register, V. 56, No. 227, p. 59568. 
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2.0 SPECIALTY RESOURCE-BASED PRACTICE EXPENSE RVU METHOD 
72.3 | Basic Method 


The method used to develop practice expense RVUs in this project starts from the 
observation that MFS physician fees are composed of two parts: a payment for physician work, 
and a payment for practice expense (ignoring malpractice insurance). The method assumes that 
the payment for practice expense should be the same proportion of the total payment as actual 
physician practice expenses are of total practice revenues. This is a resource-based method 
because the practice expense percentage is derived from actual physician practice data on 
practice expenses as a proportion of total practice revenues. Practice expenses and revenues are 
calculated practice-wide by specialty, not on a service-specific basis. Thus, the method assumes 
that the relationship between physician work and practice expense is uniform for all services 
provided by a specialty. 

Specifically, the method sets practice expense relative value units so that they are the 


same proportion of total relative value units as practice expenses are of total practice revenues: 
(1) 


where 
TRVU, = total relative value units for service i= RVU,,, + RVU,.;, with RVU,, , denoting the 
physician work RVU, and RVU,,., the practice expense RVU for service 1. 


PEP, = service level practice expense percentage for the i-th service, equal to practice 
expenses (excluding malpractice) divided by gross revenue (excluding malpractice 
expense). 


Equation (1) can be solved for RVU,,: 


R R JAN. 
Vl j = Vl ] ke 
pei W,i (1 alee) (2) 


The basic method does not utilize malpractice expense or RVU information. PEPs and resource-based practice expense RVUs are 
developed exclusive of malpractice information. 
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Equation (2) states that if, for example, practice expenses account for half of physician revenues 
on average for the soedlltiey performing a service (i.e., PEP; = .5), then the practice expense RVUs 
for that service equal the work RVUs. 

Substituting equation (2) into the expression for total RVUs, we have: 


PRU) ROL, (3) 
wi “(1-PEP). 


Multiplied by an appropriate conversion factor and geographic adjustment factor, equation (3) 
gives the Medicare fee for service i under the proposed method. We call equation (3) a specialty 
resource-based relative value scale because it is calculated from only RVU,, ; and PEP,, which are 
both derived from actual physician resource costs by specialty. The percentage markup over 


physician work for service i implied by equation (3) is: 


CU OT ARVO) gy tee, 
RVU. ~ (1 - PEP). 


W,i 


(4) 


If the practice expense percentage PEP were the same for all services, equation (3) shows 
that the method would allocate practice expenses in proportion to physician work. Also, the 
markup over work would be the same for all services (equation 4). However, PEP; does vary by 
service, though only according to the mix of specialties performing a service. For example, fees 
for services performed by psychiatrists are "marked up" less over physician work than fees for 
services performed by general practitioners, because psychiatrists have lower practice expenses 
relative to revenues than do general practitioners. Within a specialty, though, the method 
presumes that physician work and practice inputs are complementary; that is, services that 
require more physician work also require more practice inputs. 

In the short run, observed practice expense percentages from surveys of physician 
practices are necessarily influenced by historical practice cost, income, and revenue patterns that 
may be altered by the implementation of the MFS. In the longer run, the practice expense 
percentages should reflect the realigned relationship between physician work (income) and 
practice expenses as the MFS and other resource-based fee schedules are adopted. Because the 
SRB method marks-up resource-based work RVUs, the PEPs should also be based on the 


resource-based relationship. Newer, post-MFS PEPs will better reflect the accounting changes in 
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the PEPs due to changing relative incomes from the MFS and other resource-based fee schedules. 
Also, the PEPs used in the SRB method also should be the most recent ones available to more 
accurately reflect changes in practice patterns. The most recent PEP’s will embody economic 
responses by physician practices to changes in reimbursement (e.g., managed care, MFS, other 
resource-based fee schedules), input prices, and technology. Our analysis of trends in the PEPs” 
(Table 2-1) shows stability even after MFS implementation. This stability could be due to 
behavioral response by physicians to the MFS, that is, physicians whose income was cut by the 
MFS reducing practice expenses and vice-versa for physicians whose income was increased. 
Whatever the reason, stability of the PEPs means that the SRB method is apparently not very 
sensitive to exactly which year of PEPs are used. 

Within specialty, the proposed method allocates practice expenses in proportion to 
physician work. An alternative is to allocate in proportion to physician time. Time has the 
advantages of being more objective and less subject to physician manipulation (Latimer and 
Becker, 1992). We believe, however, that practice expenses are likely to be higher for those 
services characterized by greater work relative to time. The higher work services are generally 
procedural, and tend to require more supplies, equipment, and aides. Another advantage of work 
is that it is regularly maintained for all MFS services, whereas using time would require 
development of a new data series, with attendant costs and controversies. In any case, work and 
time are highly correlated, so the choice between the two should not have a major influence on 


the overall pattern of simulated fees, but fees for specific services can be quite different. 
Dee Strengths and Limitations of the Specialty Resource-Based Method 


The primary strengths of the specialty resource-based (SRB) method for calculating 


practice expenses are that it is: 


* asimple, intuitively plausible method; 


¢ isa fully resource-based method in the sense that it does not rely on historical 
charges; 


*The calculation of PEPs shown in Table 2-1 differs from that used to derive PEPs used in the SRB method. See Section 3.2 for 
specific details. 
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e incorporates practice cost information by specialty (i.e., the practice cost 
percentages) that is highly validated, reliable data from large, nationally 
representative surveys of physician practices; - 


e can be regularly updated as new surveys of physician practice costs (e.g., the 
AMA SMS surveys) are conducted; 


¢ uses no data beyond what is currently employed in the MFS; and 
¢ is easy to calculate and simulate. 


The SRB method has been shown to result in fees for most major Medicare services that are quite 
similar to the fees the Physician Payment Review Commission computed using preliminary 
micro-costing methods (Pope and Burge, 1993). In that sense, it is a method that has already been 
validated. Pope and Burge (1993) also show that the method lends itself to natural blended, or 
intermediate steps between the current MFS and the full specialty resource-based fee schedule 
(SRBFS) defined above. 

The SRB method is subject to the following criticisms or limitations: 


e itis a specialty rather than service level method; 


¢ it imposes a proportional relationship between work and practice expenses 
that does not vary by individual service (within a specialty); 


¢ it breaks down for services without a physician work RVU, such as technical 
components of tests; 


e itis based on accounting principles, not true economic cost relationships; and 
¢ it does not explicitly account for physician incentives to supply services. 


The first criticism of the SRB method is that it is a specialty rather than service-level method. It 
assumes that the relationship that exists between practice expenses and gross revenues on 
average for a specialty also exists for each service provided by a specialty. This assumption will 
not characterize practice expenses very well for services that differ from the specialty average. 
The second limitation of the SRB method is that variations from service to service in the 
proportion of practice expense to work are not accounted for. (To the extent that these variations 
are correlated with specialty and are thus reflected in the practice expense percentages PEP, our 


method does account for the variations. However, variations among services provided by a 
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specialty are not accounted for.) For example, a service that utilizes an expensive prosthesis, 
drug, or piece of equipment may have a much large proportion of practice expense than a 
specialty's typical service. To a large extent, this limitation will be true of any short-run method 
using extant data; the only way to fully overcome it is to do microcosting of individual services or 
something equivalent. 

The third criticism is that the SRB method breaks down when there is no physician work 
RVU. This occurs, for example, for technical components of tests. Some other method, such as 
the MFS's charge-based method, must be used for these services. 

The fourth criticism is that the method is based on accounting categories that may not 
reflect true economic relationships. For example, the proportion of direct practice expenses is 
probably underestimated for the site-of-service differential (see below) because it is determined 
by accounting categories. 

The fifth limitation of the SRB method is that, unlike Ramsey pricing for example, it does 
not explicitly account for physician incentives to supply services. It is based on accounting 
estimates of costs, and does not incorporate assumptions on the behavioral supply elasticities of 


physician services that could be used to attain a more socially desirable supply of services. 
2.3 Site of Service Differential 


The site-of-service adjustment now used under the 1996 MFS applies a 50% reduction to 
the practice expense RVU for 669 procedure codes deemed to be "predominantly office-based" 
when performed outside the office. The intent of this policy is to avoid over-payment for direct 
practice expenses as facility payments already are made by HCFA to these nonoffice settings. 
Thus, the physician Part B payment should be reduced to avoid paying twice for direct practice 
resources, while an indirect overhead payment would continue to be made. 

We are proposing an alternative site-of-service adjustment which would apply to nearly 
all services. This policy is not applicable for radiology and other services with technical and 
professional components. In concept, all other services are "eligible" for this site-of-service 
adjustment. The policy is based on division of total practice expense RVUs into direct expense 
RVUs and indirect expense RVUs, which is discussed in Section 2.3.1. The actual policy is to pay 


only indirect RVUs for services performed outside the office. This is discussed in Section 2.3.2. 
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Table 2-2 summarizes the current MFS and the proposed new site-of-service policies. 


- 


2.3.1 Direct and Indirect Practice Expense Relative Value Units 


We propose to follow the lead of PPRC (1992) and consider the following practice 


expenses to be direct costs: 


e clinical labor; 
O medical supplies; and 
O medical equipment 


Other practice expenses will be considered indirect costs, including: 


e administrative labor; 

e office space, equipment, utilities, and supplies; and 

e miscellaneous expenses, such as automobile, continuing education, legal, 
etc. 


It is possible to consider other costs direct--e.g., some portion of office space may be used for 
providing direct patient care--but it is difficult to identify these costs using available physician 
surveys. Probably it is better to include available cost categories as either wholly direct or wholly 
indirect. Doing so leads to more reliable measurement, and any inaccuracies from mis- 
classification are probably small. 

The direct and indirect practice expense percentages for each service are computed as 
averages of the specialty direct and indirect percentages, respectively, weighted by the volume of 
that service performed by each specialty. Since all computations are linear, the total practice 


expense percentage for a service can be divided into direct and indirect components: 


ENE otaiye a eee (ainecey: ae P18 Je cise 


Therefore, the total practice expense RVU can be divided into direct and indirect components. 


From above, the practice expense RVU under the SRB method is: 


QV a. SRY Wage 
Bee EIEN Erin) 
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When the practice expense percentage in the numerator is split into direct and indirect 


components, this equals 


RVU,, ; a {PEP asec ate EE aieen } / [1 7m PSP eh F 
RVU ya {PEP dea) / [1 ~ PEP nn |} + RVUs * [PEP inazex) /|1~PEPhoay |} = 
direct practice expense RVU + indirect practice expense RVU. 


Note that division of total practice expense RVUs into direct and indirect would allow only one 
or the other to be utilized. For example, suppose good estimates of direct RVUs were available 
from clinical panels. These direct RVUs could be combined with the indirect RVUs resulting 
from the SRB method to obtain total practice expense RVUs. 


2.3.2 Site of Service Differential in Payment 


The premise of a site of service differential is that physicians should not be paid for costs 
they do not incur in providing a service. If a service is provided in a non-office setting, physicians 
presumably do not incur the direct, variable costs of furnishing that service, such as medical 
supplies and clinical labor. However, they still incur the fixed costs of maintaining an office, 
billing costs, etc. Paying physicians direct costs for services provided outside the office 
constitutes over-payment because for non-office services the facility (hospital, ambulatory 
surgery center, etc.) is compensated for providing the non-physician inputs (nurses, operating 
room, drugs, etc.). HCFA has recognized this issue by reducing practice expense payments by 50 
percent for certain services when they are performed outside the office. We propose a more 
systematic site of service adjustment based on an office/non-office place of service distinction. 

Our site of service adjustment will be based on the calculation of direct and indirect 
practice expense RVUs for each service. If a service is provided in the office, we propose to pay 
the full practice expense RVUs, direct and indirect. However, when a service is provided outside 
the office, we propose to pay only the indirect RVUs. Thus, a service provided outside the office 


will be paid at a lower rate than a service provided in the office. For global surgical services, a 
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portion of the direct practice expense RVU in proportion to the office proportion of total work is 
included in the non-office payment (PPRC, 1992). This payment captures the office practice 
resources within the global surgery period. 

Services with professional and technical components (and the associated global codes) are 
not subject to the new site-of-service policy: the full practice expense RVUs are paid for them 
regardless of site. We consider the practice expenses associated with interpretation of tests to be 
fully indirect. That is, physician interpretation of a test requires minimal amounts of medical 
supplies, medical equipment, or nonphysician clinical labor. So the total practice RVUs should be 
paid even for non-office interpretation. Moreover, the full technical practice expense payment 
should be made if a practice conducts a test. And if a global service is billed, the full practice 
expense payment should be made. Finally, services with zero work RVUs, which are essentially 
technical services, are also not subject to the site-of-service policy. The full practice expense 


payment is made for these services regardless of site. 
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TABLE 2-1 


PRACTICE AND MALPRACTICE EXPENSE PERCENTAGES FOR 1990, 1992 AND 1993, BY SPECIALTY 

















1990 (a) 1992 (b) 1993 (c) 
EXPENSE PERCENTAGE EXPENSE PERCENTAGE EXPENSE PERCENTAGE 
Specialty Practice Malpractice Practice Malpractice Practice Malpractice 
All 40.8 % 44% 43.2 % 3.5 % 41.9% 3.6 % 
GP/EP 51.4 3:2 53.9 2.9 54.0 2.8 
Internal Medicine 42.1 3.0 46.0 2.4 44.4 2.3 
General Internal Medicine 44.3 33 49.4 2.5 48.3 2.4 
Cardiovascular Diseases 38.6 2.5 36.9 2.4 40.2 721} 
Other IM 39.0 2.6 44.1 2.0 39.2 2.0 
Surgery 39.8 5.1 43.6 4.1 41.6 4.2 
General Surgery 30.8 7.3 32.3 5.3 32.4 5.6 
Otolaryngology 43.5 4.2 45.8 2.7 41.7 3.2 
Orthopedic Surgery 40.9 6.4 43.9 4.9 42.1 4.7 
Ophthalmology 52.2 2.1 53.8 1.9 52.1 1.8 
Urological Surgery 42.2 4.3 42.7 2.9 47.7 2.9 
Other Surgery 29.6 4.8 44.5 5.9 36.0 6.3 
Pediatrics 50.2 3.0 Silet, 2.5 50.2 2.7 
Obstetrics/Gynecology 41.0 USD 43.4 Wel 42.8 Ue 
Radiology (d) 32.1 2.6 34.1 2.0 28.9 2.1 
Psychiatry 27.7 2.6 31.6 2.0 29.3 2.0 
Anesthesiology 21.0 6.4 23.0 4.9 24.0 4.8 
Pathology 36.9 2.1 32.4 1.4 21.6 1.9 
Other Specialty 40.3 3:2 42.0 2.4 43.2 2.7 
NOTES: 


Practice expense percentage calculated as: (practice expense/reported gross revenue). 
Malpractice expense percentage calculated as: (malpractice expense/reported gross revenue). 
Practice expense percentage (PEP) calculation is not the same calculation used for PEPs in the SRB method. See text for further explanation. 
a Calculated from the AMA Physician Marketplace Statistics, 1991 (1990 AMA SMS Survey). 
b Calculated from the AMA Physician Marketplace Statistics, 1993 (1992 AMA SMS Survey). 
c Calculated from the AMA Physician Marketplace Statistics, 1994 (1993 AMA SMS Survey). 
d AMA Physician Marketplace Statistics values calculated from Radiology, Diagnostic Radiology, and Radiation Oncology. 


SOURCE: HER calculations using 1991, 1993 and 1994 AMA Physician Marketplace Statistics. 
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TABLE 2-2 


COMPARISON OF SITE-OF-SERVICE PAYMENT POLICIES 


|. 1996 Medicare Fee Schedule Site-of-Service Policy 


669 predominantly "office-based" services 


All other services 


PRACTICE EXPENSE PAYMENT 


Office 


Total practice 
expense RVUs 


Total practice 
expense RVUs 


Il. Proposed Resource-Based Site-of-Service Policy 


Global surgeries 


Professional, technical, global services* 


All other services 


Non-office 


50% of total 
practice expense 
RVUs 


Total practice 
expense RVUs 


PRACTICE EXPENSE PAYMENT 


Office 


N/A 


Total practice 
expense RVUs 


Total practice 
expense RVUs 


Non-office 


(office %) x 
(direct practice 
expense RVU) + 
indirect practice 
expense RVU 


Total practice 
expense RVUs 


Indirect practice 
expense RVUs 


NL 


NA = not applicable. 


* Includes also services with zero work RVUs. 
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3.0 SIMULATION METHODS 


This chapter describes all data sources and methods used to develop resource-based 
practice expense RVUs. Also, a detailed discussion is provided on our methods used to simulate 
impacts from implementing resource-based practice expense RVUs. All simulations assume no 


behavioral responses by providers and are essentially static in nature. 
3.1 Data 


The Specialty Resource-Based (SRB) method requires that specialty-level PEPs be 
allocated to each procedure code before calculating resource-based practice expense RVUs. The 
information necessary to construct an analytic file includes specialty PEPs, physician service 
volumes for each CPT/ modifier code by specialty, and MFS work RVUs. This information was 


obtained from three data sources: 


¢ The American Medical Association's Physician Marketplace Statistics, 1994; 

e The 1994 HCFA BMAD Procedure File; and 

e The National Physician Fee Schedule Relative Value File--Calendar Year 1996. 

The American Medical Association's Physician Marketplace Statistics, 1994, which is based 
on the 1993 AMA Socio-economic Monitoring System (AMA SMS) survey of physicians, was 
used to create specialty level practice expense percentages (PEPs). These data are the most recent 
available. The published report includes data on total professional expense per self-employed 
physician. Expenditure categories include nonphysician payroll, office expenses, medical 
equipment, medical supplies and medical liability. 

The 1994 HCFA BMAD Procedure File contains aggregate volume and Medicare 
expenditures for physician services. The data are aggregated up to the CPT procedure 
code/ modifier level by specialty and Medicare locality for calendar year 1994. Thus, aggregate 
volume (in terms of Medicare Total Units of Service (MTUS)) and expenditure information 
(allowed and reimbursed amounts) for each CPT exists by specialty code at the national level and 
at the Medicare payment locality level. This file also contains fields for type of service and place 


of service. 
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The third data base, the National Physician Fee Schedule Relative Value File--Calendar 
Year 1996, contains information by CPT/modifier. Fields in this database include 1996 RVUs 
(work, practice expense, malpractice expense) and indicators for status code, conversion factor 


update, and payment policy eligibility, among others. 


3.2 Service Level PEPs 
3.2.1 Development of Specialty PEPs 
3.2.1.1 Total PEPs 


Practice expense percentages (PEPs) were calculated for 17 specialties and over all 
physicians, as shown in Table 3-1. The data were obtained from the American Medical 
Association's Physician Marketplace Statistics, 1994, which is based on the 1993 AMA Socio- 
economic Monitoring System survey of physicians. The published report includes data on total 
professional expense per self-employed physician and several practice expense categories. We 
subtracted malpractice expense per self-employed physician to arrive at a measure of total 
practice expense. The PEP for each specialty was then calculated as the ratio of mean total 
practice expense over mean reported gross revenue (less malpractice expense) per self-employed 
physician. The AMA data are subject to sampling error, but comparison with other years 


showed reasonable stability in the PEPs (see Table 2-1). 


3.2.1.2 Direct and Indirect PEPs 


We developed estimates of direct PEPs and indirect PEPs for each specialty. The total PEP 
is the sum of the direct and indirect PEP. Direct practice expenses (per physician) consist of: 


¢ medical equipment expenses; 
¢ medical supplies expense; and 
e direct non-physician payroll expense. 


Indirect practice expenses (per physician) include: 


° office expense, 

¢ miscellaneous expense; and 

¢ indirect non-physician payroll expense. 
3-2 
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The Physician Marketplace Statistics does not report non-physician payroll expense by 
subcategories of eben therefore we estimated the appropriate direct/indirect split for each 
specialty (see Appendix E for details). First, we assumed that all administrative, secretarial and 
clerical employee payroll expenses were indirect, while clinical nursing and technical labor 


expenses were direct expenses. The Physician Marketplace Statistics reports total nonphysician 





employees per physician and total administrative, secretarial and clerical employees per 
employed physician. We subtracted the administrative/secretarial/clerical count from the total 
to arrive at the number of clinical employees per physician. Next, we obtained national average 
wage rate data for administrative health care workers, registered nurses, licensed practical 
nurses, and medical technicians from 1990 Census data. We then created the proportion of 
administrative payroll expense (of the total of administrative and clinical payroll expense) by 
multiplying the number of administrative employees by the wage rate and dividing by total 


payroll expense: 


L «SW 
. ey adm, j adm 
PYOPOTTiON jn: = 


J Drape lids +L (1) 


SW. 


clin,j * clin 


where L,,,, is the number of administrative (indirect) employees per physician; $W gm is the 


national average wage rate for administrative workers; L,;,, is the number of clinical workers per 


clin 


physician; and $W,,,, is the weighted average wage rate for clinical workers. For the clinical 


clin 
payroll expense proportion, we multiplied the number of clinical employees by the weighted 
average wage rate of RNs, LPNs, and medical technicians, and then divided by the same 


denominator as done for the administrative payroll expense proportion: 


$ W tin 
ow (2) 


clin 


Le 
clin,j 


proportion.,,, i 
ID a * SW am +E 


clin,y z 


In deriving the weighted average wage rate of clinical staff, we used the occupational 
expenditure shares from the employee wage index that were used to develop the practice 
expense GPCI to weight the national average wage rate for each labor category (Pope et al., 1994). 
The expenditure shares were: administrative (44.8%), Registered Nurses (25.1%), Licensed 
Practical Nurses (9.2%), and health technicians, excluding LPNs (20.9%). Direct payroll expense 
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equals the direct payroll expense proportion multiplied by total nonphysician payroll expense, 


or: 


direct payrollexp, = proportion,,,, ,* (total nonphys payroll expense.) (3) 


clin 
The indirect payroll expense is calculated as: 


indirect payroll exp ), = PLOPOTUION gn, * (total nonphys payroll expense ,) (4) 


Finally, we created the direct PEP (DIRPEP,) by summing up medical equipment expense, 
medical supplies expense, and the direct labor payroll expense, and dividing by reported gross 


revenue: 


> (med equip, med supplies, dir labor) ; 


DIRPEP, = (5) 


gross revenue, 
The indirect PEPs (INDPEP,) were calculated by summing office expense, miscellaneous expense 


and indirect payroll expense; and dividing by reported gross revenue; 


SE (office exp, misc exp, indirect labor), 


INDPEP = (6) 


gross revenue, 
3.2.2 Crosswalking Specialty and Procedure Codes 


We crosswalked all physician specialty codes on the 1994 HCFA Procedure File to AMA 
specialty codes as used in the MFS so that a specialty PEP could be assigned to each specialty. 
Table 3-2 below illustrates how we cross-walked specialty codes and assigned direct and indirect 
PEPs. Note that for many HCFA specialties, we were forced to use “residual” AMA specialty 
categories. For example, HCFA’s “emergency medicine” is cross-walked to the AMA’s “other 
specialty.” The lack of detail in the published AMA data may lead to less accurate PEPs for 
certain HCFA specialties. 

For specialties not surveyed by the AMA SMS, we attempted to obtain updated practice 


expense information by contacting appropriate professional societies. Specifically, we called the 
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American Podiatric Medical Association, the American Association of Oral and Maxillofacial 
Surgeons, the vnbrigan Optometry Association, the American Chiropractic Association, and the 
Medical Group Management Association to request more recent practice expense information. 
However, we were unsuccessful in obtaining new practice cost data and instead defaulted to 
values published in the Federal Register, Vol. 56, No. 227, November 25, 1991, page 59568. 

The 1994 HCFA BDMS Procedure file contains aggregate volume and expenditure 
information for Medicare physician services. We eliminated all non-physician services according 
to type of service indicator. In addition, we eliminated all records where allowed amount 
equaled zero. Because we used 1996 RVUs it was necessary to cross-walk 1994 CPT codes to 1996 
whenever possible. (See Appendix B.) All anesthesia codes were moved to a separate file and 
were not included for simulation purposes. We then merged on fields from the 1996 National 
Physician Fee Schedule Relative Value File to each CPT/ Modifier code. Some 1994 CPT codes 
could not be cross-walked to 1996 as these codes were deleted for reporting purposes; thus we 
dropped all associated records with these codes. The file was sorted by specialty and 
CPT/ Modifier and then specialty-level PEPs (total, direct and indirect) were merged on. The 


next step was to calculate service-level PEPs (PEP, 's). 
3.2.3 Calculation of Service Level PEPs 


After we crosswalked all HCFA specialty codes on the 1994 Procedure File to the AMA 
specialty codes and assigned each HCFA specialty a direct and indirect PEP, we calculated 
service level PEPs for each CPT code as: 

MTUS, , 
PEP. = ) (PEP )+——___1— 

d, Cae) >), MTUS,) ) 
where PEP; is the service level PEP for the i-th CPT code; and MTUS,, are Medicare Total Units of 
Service for the i-th CPT code by the j-th specialty. That is, the PEP, is a weighted average of 
specialty PEPs by all specialties that provide the i-th CPT code. The weighting factor is simply 
the proportion of services provided by each specialty. 


After creating service-level PEPs the analytic file contained all elements necessary for 


computing resource-based practice expense RVUs. 
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3.3 Calculation of Resource-Based Practice Expense RVUs 
3.3.1 Basic Method 


Calculation of resource-based practice expense RVUs involves "marking up" work RVUs 
by the ratio of PEP/(1 -PEP): 


RVU®® = RVU.,. * es (8) 
i ya (LOPE ) 


where RVU* is the resource-based practice expense RVU for the i-th procedure code. If PEP 
pe,i 
equals 0.5 then RVU® will be equal to RVU,,,. A PEP above 0.5 will result in a RVU* greater 
pe e 
than RVU. 


w,i/ 


while a PEP less than 0.5 will mark down the work RVU. The following examples 
illustrate how this method was applied. For procedure code 99202 (office/ outpatient visit, new 
patient), the work RVU is 0.75 and the PEP; is 0.471. The resource-based practice expense RVU 
thus equals 0.75 * ((0.471 / (1 - 0.471)) = 0.667. This value falls to 0.59 after adjusting downward 
by a factor of 0.88703 to preserve practice expense neutrality (see discussion below). Procedure 
code 92004 (eye exam, new patient) has a work RVU of 1.61 and a PEP of 0.529. The new practice 
expense RVU is 1.81 and is the result of the work RVU being marked up by 1.12 (= (0.529 / (1 - 
0.529))). The final value of 1.61 reflects the practice expense neutrality adjustment. 

We applied this equation for most procedure codes. However, there were some special 


cases where alternative methods were used. We discuss these cases below. 
3.3.2 Radiology Codes 


Many radiology procedure codes have the modifier TC to represent a technical 
component service, which have zero work RVUs. Consequently, the SRB method will break 
down (ignoring malpractice). Our approach for creating resource-based practice expense RVUs 
for radiology codes was as follows. First, we sorted all radiology codes into their respective 
"trios" where the global service code does not have a modifier, its corresponding professional 
component service has modifier 26 and its technical component service has modifier TC. 
Virtually all radiology codes were grouped this way except those in the range 77401 through 
77416 (radiation treatment delivery) , 77417 (radiology port film(s)), 77419 through 77430 (weekly 


radiation therapy), 77431 (radiation therapy management), and 77432 (stereotactic radiation 
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treatment). Next, within each trio we left the 1996 MFS practice expense RVU unchanged for 
codes with modifier TC. We applied the SRB method to codes with modifier 26, where we used 
the value 0.229 for the service PEP for professional component services.’ Finally, the practice 
expense RVU for the global service code within each radiology trio was then imputed by 
summing the unchanged practice expense RVU for the technical component service and the new 
resource-based practice expense RVU from the professional component service: 
RV OC RV Oearere RVC oe (9) 
RB MEFS 
where RVU.,,.,; global iS the practice expense RVU for the global service CPT code; RVU,,.;, rc is the 
unchanged 1996 MFS practice expense RVU for the associated technical component code; and 
RVU,., 96 is the resource-based practice expense RVU for the corresponding professional 
component code. 
For non-trio radiology codes 77401 through 77417, we left the 1996 practice expense RVU 
unchanged as these codes had zero work RVUs. For non-trio radiology codes 77419-77432, we 
applied the SRB method using the professional component service PEP of 0.229 because these 


codes are considered professional component services.” 
3.3.3 Non-Radiology Global, Professional, Technical Trios 


As was done for radiology codes, we sorted all other applicable codes into their respective 
"trios" (i.e., the global service code does not have a modifier, its corresponding professional 
component service has modifier 26 and its technical component service has modifier TC). For 
services with modifier TC within the trios, we left the 1996 practice expense RVU unchanged. 


Professional component services with modifier 26 within these trios had resource-based practice 


"A PEP of 0.229 was found by HCFA for radiologists that do mostly professional component services, i.e., those with small 
equipment expenses in the 1989 AMA data. See Federal Register, Vol. 56, No. 227, November 25, 1991, p. 59568. Thus, we did not use 
the radiology PEP from Table 3-1. 


*Procedure codes 77419-77432 have a professional/ technical (PC/TC) indicator value of 2 in the 1996 National Physician Fee 
Schedule Relative Value File, which identifies services that are the physician work portion of selected diagnostic tests. Such codes 
are not associated with modifiers 26 or TC. 
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expense RVUs created according to the SRB method, using their respective service-level PEPs. 
Global service practice expense RVUs were imputed by summing the practice expense RVUs for 
the corresponding technical and professional components. Examples of these codes include 
pathology services (88302, Tissue Exam by Pathologist) and cardiology tests (93024, Cardiac Drug 


Stress Test). 
3.3.4 Other “Test Trios” 


We carefully reviewed all CPT codes and identified 11 trios of service codes that were 
consistent with other trios, but did not use modifiers TC or 26. However, these codes were 
clearly associated as the RVUs for the components summed up to the global service RVUs. 
Furthermore, these "trios" of codes consisted of a global service code with PC/TC indicator 4 
(stand alone global test only code), a technical component code with PC/TC indicator 3 (stand 
alone technical component codes with associated professional component of the diagnostic test), 
and a professional component code with PC/TC indicator 2. We applied the same approach 
used for other trios where we passed through the technical component practice expense RVU, 
used the SRB method to create resource-based practice expense RVUs for professional 
component services, and imputed the global service practice expense RVU by summing the 


practice expense RVUs from its component services. These methodological trios’ were: 


(1) ECG: procedure codes 93000 (global), 93005 (technical component), and 93010 


(professional component). 


(2) Cardiovascular stress test: procedure codes 93015 (global), 93017 (technical), 93016 
(professional) and 93018 (professional). 


(3) Rhythm ECG: procedure codes 93040 (global), 93041 (technical), and 93042 (professional). 


*The cardiovascular stress test "trio" has two professional component services and a single technical component code, while the ECG 
monitoring (a), ECG monitoring (b), and patient demand event recording "trios" each had two technical component services anda 
professional component code. 
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(4) 


(5) 


(6) 


(7) 


(8) 


(9) 


(10) 


(11) 


3.3.5 


Phonocardiogram: procedure codes 93201 (global), 93202 (technical), and 93204 


(professional). 


Special Phonocardiogram: procedure codes 93205 (global), 93208 (technical), and 93209 


(professional). 


Vectorcardiogram: procedure codes 93220 (global), 93221 (technical), and 93222 


(professional). 


ECG monitoring (a): procedure codes 93224 (global), 93225 (technical), 93226 (technical), 
and 93227 (professional). 


ECG monitoring (b): procedure codes 93230 (global), 93231 (technical), 93232 (technical), 
and 93233 (professional). 


ECG monitoring: procedure codes 93235 (global), 93236 (technical), and 93237 


(professional). 


Patient demand event recording: procedure codes 93268 (global), 93270 (technical), 93271 
(technical), and 93272 (professional). 


Plethysmography: procedure codes 93720 (global), 93721 (technical), and 93722 


(professional). 
Anesthesia Codes 


We created practice expense RVUs for anesthesia codes using work RVUs published in 


the Federal Register, Vol. 59, No. 235, December 8, 1994, pp. 63456-59. The anesthesia work RVUs 


were derived for each anesthesia code by summing the average time units and base units, 


multiplying by the ratio of the anesthesia conversion factor ($14.77) to the surgical service 


pervus1/final/chap3.w61/dmb 





Pas 


$; 
























AVrsintatcote) SERED (lesley) PERO 1 te sla Camb ig a git 


one ON Sad 


ey whabeony iy 


WERE brik, dsoinpes tke hex yy? RPO Cae aa 


“SHE Cla etelpepy SES (AGH AACE vate ruber sag aida avs iortneae 


' Piece wae Robs } ~~ See bre oe 


: J ely igone ay sate: ” 
Be en a 


wy —_ 
—~ 


enol) seems 


(oy 


Al hey Tphithee) avy naw Nihey 830% ty bey y Ts at | Ld iain 


wh IX ‘dhe pantie vin Mi) ere, yy 19 PT Lica wel sat opt 
| Hii sin btwn epi ari sgl: + Hd sone 


Aaya s obo piserecen ition i 
aca Tey StF uy? cm, i) Tob inow 


DOMIFH 9 idetas! er SARIS obey sath et ystky 


¢ 








conversion factor ($39.45), and then multiplying through by the estimated work share of 0.695. In 


equation form these RVUs are derived as: 


ANDSIRV..< (Beno «ite ne 
wi i” $30.45 





* 0.695 (10) 


where ANES-RVU,, , is the work RVU for the i-th anesthesia procedure code; base is the base unit 
for the i-th anesthesia procedure code; time is the mean number of time units for the i-th 
anesthesia procedure code; $14.77 is the anesthesia conversion factor; $39.45 is the surgical 
services conversion factor; and 0.695 is the anesthesia work share of total anesthesia payments. 
We calculated practice expense RVUs by simply replacing the work share of 0.695 with the 
practice cost share of 0.232%. Anesthesia practice expense RVUs are included along with all other 
MFS CPT codes in Appendix C. However, anesthesia services are excluded from the simulations 


because we do not have an appropriate baseline for comparison. 
3.3.6 Other Codes 


We encountered other types of procedure codes that required different approaches. First, 
our basic methodology, which marks up the work RVU by PEP, / (1 - PEP,), would generate a 
practice expense RVU of zero for any service with a zero work RVU. For these technical services 
we retained their 1996 MFS practice expense RVUs. We kept these codes in our simulation work 
as their values for total RVUs were unchanged. Second, the 1996 list of MFS CPT codes includes 
several that were derived from multiple 1994-95 codes. We could not unambiguously assign the 
service volumes from these previous codes and simply retained the 1996 MFS practice expense 
RVUs. For 1994 codes that were split into multiple 1996 codes, we assigned the PEP, from the 
1994 code to each of the corresponding 1996 codes. For example, CPT 19362 was split or recoded 
under 19367, 19368, or 19369. We assigned the PEP, from 19362 to these three 1996 CPT codes. 
However, we had no way of assigning actual service volumes and RVUs to the 1996 codes, thus 
these codes were excluded from our simulations. If several 1994 CPT codes were split into 


several 1996 CPT codes, we again were unable to generate new practice expense RVUs and 


“The same practice expense RVU would be obtained by multiplying HCFA’s work RVUs by PEP/(1-PEP), where PEP is the 
anesthesia practice expense percentage. 
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defaulted to the 1996 MFS values. We excluded all 1996 codes from our simulations where no 


volume information existed. 
3.4 Budget Neutrality Adjustment to Resource-Based Practice Expense RVUs 


We first calculated our baseline for the simulated MFS using the 1994 Procedure File 
volumes and 1996 CPT codes and RVUs. Our analytic file included all 1996 CPT codes that had 
1994 volume information and new codes for 1996. However, the baseline calculation was limited 
to those service codes where actual 1994 volume information was present (new 1996 CPT codes 
could not be used for simulations). In addition, all procedure codes with work RVUs equal to 
zero were excluded from the budget neutrality computation because we decided to leave their 
practice expense RVUs unchanged.” The MFS baseline was constructed to be consistent with 
actual payment policies in effect during 1996. Thus, we adjusted the RVUs or units of service 


according to the following payment policies: 


e site-of-service differential; 

¢ multiple surgery; 

e bilateral surgery; 

e assistant-at-surgery; and 

* co-surgeon policy. 
We multiplied the 1996 practice expense RVU by 0.5 if the service qualified under Medicare's site- 
of-service differential and if it was performed in a non-office setting. For services qualifying 
under the multiple surgery policy and reporting modifier 51, we multiplied the MTUS by 0.5. We 
increased the MTUS by 150% for qualifying bilateral surgeries that reported modifier 50. We 
multiplied the MTUS by 0.16 for those surgical codes that qualified for assistant-at-surgery 
payment and reported modifiers 80, 81 or 82. Finally, we adjusted MTUS up by 125% for surgical 


codes qualifying under the co-surgery policy and reporting modifier 62. 


°Since the budget neutrality adjustment factor turned out to be less than one, if we included these services, in effect we would have 
been redistributing payments from these services to others, which seemed unjustified. 
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Total baseline practice expense RVUs were then calculated by summing the product of 
total MTUS (volumes) by the corresponding practice expense RVU for the code over all 


procedure codes in the file: 


TRVU!* = ¥(MIUS,*RVU**) (11) 


After obtaining the overall national total 1996 MFS practice expense RVUs Ue we 
calculated the total number of resource-based practice expense RVUs ( RVUpe) ee the SRB 
method using the same procedure code volumes and payment policies as: 

TRVU® = ¥,(MTUS,*RVU® ) (12) 


We then held the resource-based practice expense RVUs "neutral" with respect to those under the 


1996 MFS by applying an adjustment factor to the new practice expense RVUs: 


BNRVADJ = oe = 088703 (13) 
TRVU™ 
Using our example procedure codes above (99202 and 92004), we adjust the resource-based RVUs 
downward by 0.88703 to maintain overall practice expense RVU neutrality. Thus, for 99202 the 
practice expense RVU becomes 0.59 (= 0.667 * 0.88703), while the practice expense RVU for 92004 
becomes 1.61 (= 1.81 * 0.88703). 

Note that applying the budget neutrality adjustment to practice expense only causes the 
relationship between practice expense and work RVUs to deviate from the relationship imposed 
by the SRB method. That is, the ratio of the final, adjusted practice expense RVUs to the sum of 
practice expense and work RVUs will be less than the service PEP, because the budget neutrality 
adjustment is less than one. The relationship can be preserved by applying budget neutrality to 
total RVUs, not just practice expense RVUs. Then the ratio of practice expense to work in the 
MFS will equal their observed real world relationship. Another way of stating the same point is 
that since the practice-expense-only budget neutrality factor is less than one, aggregate work 


payments are too high for the postulated relationship to hold between practice expense and work 
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payments. Only by reducing work payments can the ratio of practice expense to work payments 


satisfy the PEPs while also maintaining overall budget neutrality. 
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TABLE 3-2 


SPECIALTY CROSS-WALK: HCFA TO AMA; AND CORRESPONDING PRACTICE EXPENSE PERCENTAGE 





HCFA Specialty Direct Indirect 
HCFA Specialty Description Code AMA Specialty Category PEP PEP PEP 
GENERAL PRACTICE 01 General/Family Practice 0.555 0.226 0.329 
FAMILY PRACTICE 08 General/Family Practice 0.555 0.226 0.329 
Internal Medicine: General 
INTERNAL MEDICINE 11 Internal Medicine 0.495 0.184 0.310 
Internal Medicine: 
CARDIOLOGY 06 Cardiovascular Disease 0.411 0.165 0.246 
ALLERGY & IMMUNOLOGY 03 Internal Medicine: Other 0.400 0.113 0.287 
GASTROENTEROLOGY 10 Internal Medicine: Other 0.400 0.113 0.287 
PULMONARY DISEASE 29 Internal Medicine: Other - 0.400 0.113 0.287 
GERIATRIC MEDICINE (Family Practice) 38 Internal Medicine: Other 0.400 0.113 0.287 
NEPHROLOGY 39 Internal Medicine: Other 0.400 0.113 0.287 
INFECTIOUS DISEASES 44 Internal Medicine: Other 0.400 0.113 0.287 
ENDOCRINOLOGY AND METABOLISM 46 Internal Medicine: Other 0.400 0.113 0.287 
RHEUMATOLOGY 66 Internal Medicine: Other 0.400 0.113 0.287 
HEMATOLOGY 82 Internal Medicine: Other 0.400 0.113 0.287 
HEMATOLOGY/ONCOLOGY 83 Internal Medicine: Other 0.400 0.113 0.287 
MEDICAL ONCOLOGY 90 Internal Medicine: Other 0.400 0.113 0.287 
GENERAL SURGERY 02 Surgery: General Surgery 0.343 0.093 0.250 
OTOLARYNGOLOGY 04 Surgery: Otolaryngology 0.431 0.155 0.276 
ORTHOPEDIC SURGERY 20 Surgery: Orthopedic Surgery 0.441 0.142 0.300 
OPHTHALMOLOGY, OTOLOGY, 
LARYNGOLOGY, RHINOLOGY (osteopaths only) 17 Surgery: Ophthalmology 0.530 0.204 0.326 
OPHTHALMOLOGY 18 Surgery: Ophthalmology 0.530 0.204 0.326 
UROLOGY 34 Surgery: Urological Surgery 0.491 0.232 0.259 
NEUROLOGICAL SURGERY 14 Surgery: Other 0.384 0.099 0.286 
PERIPHERAL VASCULAR DISEASE , MEDICAL 
OR SURGICAL (osteopaths only) 23 Surgery: Other 0.384 0.099 0.286 
PLASTIC SURGERY 24 Surgery: Other 0.384 0.099 0.286 
COLON AND RECTAL SURGERY 28 Surgery: Other 0.384 0.099 0.286 
THORACIC SURGERY 33 Surgery: Other 0.384 0.099 0.286 
HAND SURGERY (orthopedic surgery) 40 Surgery: Other 0.384 0.099 0.286 
PERIPHERAL VASCULAR DISEASE 76 Surgery: Other 0.384 0.099 0.286 
GENERAL VASCULAR SURGERY Ue Surgery: Other 0.384 0.099 0.286 
CARDIAC SURGERY 78 Surgery: Other 0.384 0.099 0.286 
SURGICAL ONCOLOGY 91 Surgery: Other 0.384 0.099 0.286 
PEDIATRICS 37 Pediatrics 0.516 0.220 0.295 
GYNECOLOGY (osteopaths only) 09 Obstetrics/Gynecology 0.460 0.195 0.265 
OBSTETRICS (osteopaths; discontinued) 15 Obstetrics/Gynecology 0.460 0.195 0.265 
OBSTETRICS AND GYNECOLOGY 16 Obstetrics/Gynecology 0.460 0.195 0.265 
DIAGNOSTIC RADIOLOGY 30 Radiology na. n.a. n.a. 
ROENTGENOLOGY, DIAGNOSTIC 31 Radiology n.a. n.a. n.a. 
RADIATION THERAPY (osteopaths only) 32 Radiology n.a. n.a. n.a. 
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TABLE 3-2 


SPECIALTY CROSS-WALK: HCFA TO AMA; AND CORRESPONDING PRACTICE EXPENSE PERCENTAGE 





HCFA Specialty Description 


DIAGNOSTIC X-RAY, GROUP PHYSICIAN 
PRACTICE 
RADIATION ONCOLOGY 


PSYCHIATRY 
PSYCHIATRY, NEUROLOGY (osteopaths only) 
NEUROPSYCHIATRY 


ANESTHESIOLOGY 


PATHOLOGY, ANATOMICAL/CLINICAL 
PATHOLOGY 

DIAGNOSTIC LABORATORY, GROUP 
PHYSICIAN PRACTICE 


DERMATOLOGY 

NEUROLOGY 

PHYSICAL MEDICINE/REHABILITATION 
NUCLEAR MEDICINE 

OCCUPATIONAL MEDICINE 

OTHER MEDICAL CARE, GROUP PHYSICIAN 
PRACTICE 

ADDICTION MEDICINE 

CRITICAL CARE MEDICINE (internal medicine) 
PREVENTIVE MEDICINE, GENERAL 
EMERGENCY MEDICINE 

INTERVENTIONAL MEDICINE 

UNKNOWN PHYSICIAN SPECIALTY 


OSTEOPATHIC MANIPULATIVE THERAPY (a) 
ORAL SURGERY (dentists only) (b, g) 
CHIROPRACTIC (ce, g) 

OPTOMETRIST (d, g) 

PODIATRY (e, g) 

ASC (formerly misc.) (a) 

PHYSICAL THERAPY (a) 

OCCUPATIONAL THERAPIST (a) 
PHYSIOTHERAPY (a) 

MULTISPECIALTY CLINIC OR GROUP (f, g) 
MAXILLOFACIAL SURGERY (eff. 4/92) (b, g) 


SA RP TI GL II SE 


NOTES: 
a PEPs from All Physicians were assigned. 


HCFA Specialty 
Code 


AMA Specialty Category 


Radiology 
Radiology 


Psychiatry 
Psychiatry 
Psychiatry 


Anesthesiology 


Pathology 
Pathology 


Pathology 


Other Specialty: Other 
Other Specialty: Other 
Other Specialty: Other 
Other Specialty: Other 
Other Specialty: Other 


Other Specialty: Other 
Other Specialty: Other 
Other Specialty: Other 
Other Specialty: Other 
Other Specialty: Other 
Other Specialty: Other 
Other Specialty: Other 


No AMA Match 
No AMA Match 
No AMA Match 
No AMA Match 
No AMA Match 
No AMA Match 
No AMA Match 
No AMA Match 
No AMA Match 
No AMA Match 
No AMA Match 


PEP 


b Source: American Association of Oral and Maxillofacial Surgeons (printed on p. 59568, Federal Register, V. 56, No. 227, Nov. 25, 1991). 
c Source: American Chiropractic Association (printed on p. 59568, Federal Register, V. 56, No. 227, Nov. 25, 1991). 
d Source: American Optometry Association (printed on p. 59568, Federal Register, V. 56, No. 227, Nov. 25, 1991). 


e Source: American Podiatric Medical Association (printed on p. 59568, Federal Register, V. 56, No. 227, Nov. 25, 1991). 
f Source: Medical Group Management Association (printed on p. 59568, Federal Register, V. 56, No. 227, Nov. 25, 1991). 


g Direct and indirect PEPs derived using direct and indirect proportions from “all specialty" PEP. 


n.a. Not applicable. See text for discussion. 


Direct 


PEP 


n.a. 
n.a. 


0.034 
0.034 
0.034 


0.101 


0.099 
0.099 


0.099 


0.124 
0.124 
0.124 
0.124 
0.124 


0.124 
0.124 
0.124 
0.124 
0.124 
0.124 
0.124 


0.160 
0.201 
0.216 
0.196 
0.177 
0.160 
0.160 
0.160 
0.160 
0.187 
0.201 


Indirect 


PEP 


n.a. 
n.a. 


0.265 
0.265 
0.265 


0.151 


0.122 
0.122 


0.122 


0.320 
0.320 
0.320 
0.320 
0.320 


0.320 
0.320 
0.320 
0.320 
0.320 
0.320 
0.320 


0.274 
0.346 
0.368 
0.333 
0.301 

0.274 
0.274 
0.274 
0.274 
0.318 
0.346 
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4.0 SIMULATION RESULTS 


This chapter presents and discusses our simulation results. Two new payment policies 
are simulated: (i) new Specialty Resource-Based (SRB) practice expense RVUs; and (ii) SRB 
practice expense RVUs under a new site-of-service policy that pays only indirect practice expense 
RVUs for services performed outside the office. 

The premise of a site of service differential is that physicians should not be paid for costs 
they do not incur in providing a service. If a service is provided in a non-office setting, physicians 
presumably do not incur the direct, variable costs of furnishing that service, such as medical 
supplies and clinical labor. However, they still incur the fixed costs of maintaining an office, 
billing costs, etc. Paying physicians direct costs for services provided outside the office 
constitutes over-payment because for non-office services the facility (hospital, ambulatory 
surgery center, etc.) is compensated for providing the non-physician inputs (nurses, operating 
room, drugs, etc.). HCFA has recognized this issue by reducing practice expense payments by 50 
percent for certain services when they are performed outside the office. We propose a more 
systematic site of service adjustment based on an office/non-office place of service distinction. 

Our site of service adjustment will be based on the calculation of direct and indirect 
practice expense RVUs for each service. If a service is provided in the office, we propose to pay 
the full practice expense RVUs, direct and indirect. However, when a service is provided outside 
the office, we propose to pay only the indirect RVUs. Thus, a service provided outside the office 
will be paid at a lower rate than a service provided in the office. For global surgical services, a 
portion of the direct practice expense RVU in proportion to the office proportion of total work is 
included in the non-office payment (PPRC, 1992). This payment captures the office practice 
resources within the global surgery period. 

Services with professional and technical components (and the associated global codes) are 
not subject to the new site-of-service policy: the full practice expense RVUs are paid for them 
regardless of site. We consider the practice expenses associated with interpretation of tests to be 
fully indirect. That is, physician interpretation of a test requires minimal amounts of medical 
supplies, medical equipment, or nonphysician clinical labor. So the total practice RVUs should be 


paid even for non-office interpretation. Moreover, the full technical practice expense payment 
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should be made if a practice conducts a test. And if a global service is billed, the full practice 
expense payment should be made. F inally, services with zero work RVUs, which are essentially 
technical services, are also not subject to the site-of-service policy. The full practice expense 
payment is made for these services regardless of site. 

These two new policies are compared to: (i) current 1996 Medicare Fee Schedule practice 
expense RVUs; and to (ii) the current 50 percent reduction for certain nonoffice services site-of- 
service policy. Results are presented at three levels: (i) procedure code; (ii) specialty; (iii) 
Medicare payment locality. 

The two new payment policies are first compared individually to their current 
counterparts, then the combined effect of the new policies versus the status quo is examined. As 
summarized in Table 4-1, this chapter contains seven tables of simulation results. First, the 
impact of the new resource-based (SRB) RVUs versus the current MFS RVUs is examined, 
retaining the current site-of-service policy in both cases. Table 4-2 makes this comparison for the 
top 100 service codes. (Nonoffice fees are not shown in this table, so site-of-service policy does 
not come into play.) Table 4-3 presents the specialty income comparison, and Table 4-4 shows 
impacts by Medicare payment locality. 

Next, current and proposed site-of-service policies are compared, both applied to the new 
resource-based (SRB) practice expense RVUs. Table 4-5 makes this comparison for the top 100 
service codes and Table 4-6 shows specialty income impacts. Finally, Tables 4-7 and 4-8 compare 
the combined impact of the new resource-based practice expense RVUs and the new nonoffice 
indirect only site-of-service policy versus the current MFS RVUs and 50 percent nonoffice 
reduction site-of-service policy. Table 4-7 shows results for the top 100 service codes and Table 4- 


8 presents impacts on specialty incomes. 
4.1 Procedure Code Level 


Table 4-2 compares resource-based practice expense RVUs to current MFS RVUs. The top 
100 procedure codes, in terms of 1994 allowed dollar amounts, are arranged by service 
categories. The table presents a comparison of resource-based and 1996 MFS practice expense 


RVUs, a comparison of total RVUs including resource-based practice expense RVUs to total RVUs 
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under the 1996 MFS, and a comparison of the practice expense RVU share of total RVUs 
(excluding malpractice RVUs) under resource-based and 1996 MFS practice expense RVUs to the 
service-level PEPs. The percent change in total RVUs is equal to the projected percent change in 
service level fees. 

In general, the visit codes in Table 4-2 show increased payments. Codes with the largest 
work RVUs experience the largest increases, while codes with less work show smaller increases 
or even declines. This pattern is the result of the proportionality of practice expense to work in 
the SRB method. The resource-based practice expense shares are closer to the service PEPs than 
the MFS shares, but remain below the PEP due to the downward practice-expense-only budget 
neutrality adjustment. 

The top office visit codes show positive practice expense RVU increases, ranging from 15 
percent to 109 percent, while only 99211 (office/ outpatient visit, established patient) has a 
decrease. The reduction in the practice expense RVU for 99211 is due primarily to the high ratio 
of practice expense RVU to work RVU (0.19 / 0.17) under the 1996 MFS. The service level PEP is 
0.476, which marks down the work RVU. In addition, the practice expense RVU neutrality 
adjustment further reduces the new resource-based RVU. However, because the practice expense 
RVU is initially greater than the work RVU, a negative change with respect to the original 
practice expense RVU occurs. The practice expense RVU for 99205 (office/ outpatient visit, new 
patient) essentially doubles from 0.85 to 1.78. This occurs because the work RVU is high (2.28) 
compared to the MFS practice expense RVU (0.85). The markup factor for 99205 is 0.879 [= 0.468 
/ (1- 0.468)], leading to a resource-based RVU of 2.01 before the RVU neutrality adjustment factor 
is applied. The resource-based RVU shares for visits and consults generally exceed those under 
the MFS and approach the service level PEPs when positive changes occur. Whenever practice 
expense RVUs increase, their share of total RVUs increases as well, and vice-versa. This result is 
expected as the methodology creates practice expense RVUs by pegging the ratio of practice 
expense RVUs to total RVUs to the ratio of practice expense to gross revenue. 

Hospital visit codes all have increases greater than 40 percent, except for 99231, which has 
a small 1.4 percent increase. Note that no site-of-service adjustment is applied to hospital visit 
payments in Table 4-2. If it were, their increases would be smaller. Consultations show positive 


changes in their practice expense RVUs except for service codes 99242 and 99252, which show 
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only slight RVU decreases. Both 99242 and 99252 have low work to MFS practice expense ratios. 

Eye exam codes 92004, 92012 and 92014 have significant increases in their practice 
expense RVUs, especially 92004 (eye exam, new patient), which increases by 181 percent. This 
large increase is driven by several factors. First, the service-level PEP for 92004 is 0.529, as 71 
percent of these services are provided by ophthalmologists (who have a specialty PEP of 0.53) 
and 28 percent are provided by optometrists (who have a specialty PEP of 0.529). The markup 
factor therefore is 1.12 [ = 0.529 / (1 - 0.529)]. Second, the ratio of work to MFS practice expense 
RVUs is very large (1.61 / 0.57) for 92004. The method here thus marks up a large work RVU of 
1.61 by a large markup factor, leading to a large increase in the practice expense RVU. Also, the 
ophthalmology PEP may be somewhat inflated for visits because ophthalmologists perform 
considerable cataract surgery in their offices, which is reflected in their specialty PEP. In effect, 
the specialty-based PEP redistributes from ophthalmologists! surgery codes to their visit codes. 
Both 92012 and 92014 experience large RVU increases for the same reasons. In contrast, 92083 
(visual field examination) shows a decrease in its practice expense RVU. This is explained by the 
low ratio of work to MFS practice expense RVU and the downward RVU neutral adjustment 
factor that is applied. 

Most of the high dollar volume surgical procedures receive large practice expense RVU 
reductions and, as expected, the practice expense RVU shares converge toward the service-level 
PEPs. And this is without a site-of-service adjustment, which would further reduce surgical fees. 
Historical charges for major surgeries are clearly high relative to measured work and PEPs. 
Nevertheless, there is a fairly wide range in the reductions. For example, total CABG RVUs fall 
by 28 percent, but TURP RVUs fall by only 8 percent. Some minor surgeries even see increased 
payments. 

Most of these codes have a service-level PEP below 0.5, implying that the work RVU will 
be marked down when calculating the resource-based practice expense RVU'. Also, the RVU 
ratio of work to MFS practice expense tends to be relatively low. For example, the service-level 
PEP for 33512 (CABG, vein, three) is 0.387 while the ratio of work to practice expense RVU is 0.78 
(= 27.84 / 35.33). Thus, the work RVU of 27.84, which is already less than the MFS practice 


: Mathematically, this holds when budget-neutrality adjustments are ignored. 
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expense RVU of 35.33, will be marked down by the factor (0.387 / (1 - 0.387). Furthermore, the 
calculated value of 17.58 is marked down to its final value of 15.59 by the RVU neutral 
adjustment factor of 0.88703. The percent change in practice expense RVUs is -56 percent while 
the total RVU percent change is -28.3 percent. Removal of cataracts and insertion of lenses 
(66984) receives a reduction in its practice expense RVU of 26.8 percent and a 14.1 percent 
reduction in total RVUs, even though its service-level PEP is above 0.5. The reason for this is due 
to the low ratio of work RVU to MFS practice expense RVU (9.89 / 12.66) and the downward 
RVU neutrality adjustment. Because the work RVU is low compared to the practice expense 
RVU, a large markup factor of 1.28 (requiring a PEP of 0.561) is needed to match the MFS practice 
expense RVU of 12.66. Because the PEP is 0.514, the markup factor is not large enough to raise 
the work RVU value of 9.89 above the practice expense value of 12.66. 

The diagnostic codes show RVU changes ranging from large declines to small to 
moderate increases. However, substantial reductions in total payments of about one-quarter are 
typical. The resource-based practice expense RVUs for most of the top diagnostic tests are less 
than their MFS values because of their service-level PEPs being below 0.5 and their relatively low 
work to practice expense RVU ratios. The only diagnostic procedure codes showing increases in 
their practice expense RVUs had high work to practice expense RVU ratios. The top diagnostic 
codes include some codes that are part of a trio of codes that consists of a global service code and 
professional and technical components. 93000 (electrocardiogram, complete) is the global code 
from one of the "test" trios we created, which consists of 93000, 93005 (technical component) and 
93010 (professional component). The high practice expense RVU share for 93000 reflects the 
dominant technical component nature of this service. We applied an alternative method for such 
trios because the corresponding technical components had a work RVU of zero. The practice 
expense RVU for 93000 was created by summing the practice expense RVUs from the technical 
(93005) and professional (93010) components. We applied the standard technique when creating 
the RVU for professional component services. For 93010, the resource-based practice expense 
RVU is 0.12 (after applying the RVU neutrality adjustment). We then summed MFS practice 
expense RVU of 0.43 for 93005 and 0.12 to yield the hybrid practice expense RVU of 0.55 for 
93000. 
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codes because the technical component codes have a zero work RVU value. For example, 71020 
(chest x-ray) has a hybrid practice expense RVU of 0.65 that equals the sum of the practice 
expense RVU of 0.06 from 71020-26 (professional component) and the technical component 
service (71020-TC) MFS practice expense RVU of 0.59. The result is that professional component 
radiology services show a significant decline of about 12 percent, whereas global services show 
only a small reduction, since they tend to be dominated by the unchanged technical component 
RVU. Radiology code 77413, radiation treatment delivery, is an example of a code that had a 
work RVU of zero but was not a technical component service. We simply retained the MFS 


practice expense RVU for this service code. 
4.2 Specialty Level 


Table 4-3 contains specialty-level RVU impacts from resource-based practice expense 
RVUs versus 1996 MFS RVUs, both with the current 50 percent reduction for certain nonoffice 
services site-of-service policy. Aggregate resource-based practice expense RVUs and total MFS 
practice expense RVUs for each specialty are shown in the first two columns, followed by the 
percentage change in RVUs for the specialty. The middle three columns show total RVUs 
including resource-based practice expense RVUs, total RVUs with MFS practice expense RVUs, 
and the percent change in total RVUs, respectively. Resource-based practice expense RVU 
shares, MFS practice expense RVU shares, and specialty PEPs are provided in the last three 
columns. 

Evaluation and management and primary care oriented specialties show positive changes 
in their RVUs. For instance, family practice has a 27.8 percent increase in practice expense RVUs 
(10.9 percent for total RVUs), general practice a 28.1 percent increase (11.1 percent increase in 
total RVUs), internal medicine shows a 23.8 percent increase (9.4 percent increase in total RVUs), 
and geriatric medicine has a large 42.7 percent increase (15.4 percent increase in total RVUs). The 
magnitude of change for geriatric medicine may be due in part to the low RVU total in the 
baseline. Practice expense RVU shares tend to converge toward the specialty PEPs, but, among 


the primary care specialties, fall short. This is presumably because other specialties with lower 
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PEPs provide services (e.g., visits) that are dominant in the primary care service mix.’ In addition, 
the downward 12 percent reduction for practice expense budget neutrality reduces the practice 
expense share for all specialties (i.e., aggregate practice expense payments are "too low" relative 
to work payments). An important data limitation should also be noted, which may lead to 
larger-than-expected changes in RVUs for some specialties. Because the AMA data combines 
some specialties when measuring practice expenses, some specialty PEPs may not accurately 
reflect the an individual specialty's true PEP. For example, Nephrology is one of 10 specialties 
that makes up the AMA's "Internal Medicine: Other" category and is assigned a PEP of 40.0 
percent, which may or may not be accurate. 

Almost all surgical specialties show reductions in practice expense and total RVUs. 
However, the range of changes is large, from -47 percent (-25 percent total) for Cardio/ Thoracic 
Surgery, to small decreases of -0.8 percent (-0.4 percent total) for Ophthalmology and 
Otolaryngology (-6 percent; -3 percent total), to a slight increase for Urology. Ophthalmology 
and Oral Surgery (dentists only) show relatively small practice expense RVU reductions of -0.8 
percent and -5.2 percent, respectively. The unexpected small negative result for Ophthalmology 
may be driven by the large positive RVU increases for eye exams. The specialty resource-based 
method redistributes payments from cataract surgery to eye exams, leaving ophthalmologists 
nearly unaffected overall. The large decline in RVUs for Cardiac/Thoracic Surgery reflects a 
service mix that includes CABG surgeries with large RVU losses due to low service-level PEPs 
and low work to MFS practice expense RVU ratios. Clearly, the low specialty-level PEP of 0.384 
for Cardiac/Thoracic Surgery is driving the service-level PEPs that reduce RVUs for services 
performed by this specialty. The practice expense RVU share falls from 54.3 percent under the 
MEFS to 38.8 percent when resource-based practice expense RVUs are used, which nearly matches 
the specialty PEP of 38.4 percent. 

Cardiologists suffer only a small 6 percent reduction in Medicare practice expense 
income, 3 percent overall. Their resource-based practice expense share (48 percent) remains well 
above their specialty PEP (41 percent), possibly indicating some overpayment. Cardiologists may 


benefit from the increase in visit payments, and the technical components of their heart tests are 


*Having a single service-level PEP for all specialties may be inconsistent with aggregate payment/ measured PEP consistency for 
each specialty if the content of services (e.g., visits) varies by specialty. 
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left unchanged. The only negative for them is the lowering of practice expense payments for 
interpretation of tests. Radiologists do no fare as well, losing 9 percent of their Medicare income, 
assuming no behavioral response. They have fewer visits and in-office technical services to offset 
the decline in their interpretation income. Gastroenterologists lose because payment for 
endoscopy tests are cut back sharply. Conversely, Urologists do relatively well because 
prostatectomies are only slightly cut back. Psychiatry has a low specialty PEP of 29.9 percent but 
has a 26.3 percent gain in practice expense RVUs (7.1 percent overall). In contrast, Pathology has 
a similarly low specialty PEP of 22.1 percent, yet experiences a large 47 percent reduction in 
practice expense RVUs (-18.1 percent for total RVUs). Historical charges are low relative to 
Psychiatry's work and PEP, but not Pathology's. The measured PEP for Pathology may not reflect 
the true full cost of providing services if, as a hospital-based specialty, many pathologists receive 
subsidized practice inputs (e.g., office space) from hospitals. 

Finally, the results for other specialties show wide variation in changes in RVUs. 
Chiropractors and Emergency Medicine have increases in practice expense RVUs of 90.7 percent 
and 66.9 percent, respectively. The result for chiropractors reflects a very high specialty PEP of 
58.4 percent and a narrow mix of services dominated by chiropractors (e.g., A2000). Emergency 
Medicine benefits from large RVU increases in emergency department visits (99283, 99284, 99285) 
and critical care (e.g., 99291). The result for Emergency Medicine may be driven by a specialty 
PEP which may not accurately reflect its actual PEP since Emergency Medicine is part of a group 
of 11 specialties under the AMA's "Other Specialty: Other" specialty category. The results for 
Optometry, Podiatry and Clinic/Group, Other Medical Group must be viewed with caution since 
these specialties rely on older data for their PEPs, thus no practice pattern changes or behavioral 


responses to changes in the reimbursement environment are captured. 
4.3 Locality Level 


We present aggregate changes in practice expense RVUs by Medicare payment locality in 
Table 4-4 (sorted in descending order of percentage change). Changes result from resource-based 
practice expense RVUs versus current MFS RVUs, both with the current MFS site-of-service 


policy. Twelve localities show positive RVU percentage increases above 10 percent, while the 


4-8 


pervus/ final/chap4.w61/dmb 


or ete 


talhien. 4 sal rh eons mH es weet iyi, ann aia 


yess 


(RY WRERE AREDE) stan arisen by vilbppdenentgntth 


> at Faratailn sit ; “aes 


Tair ie 


A Uetaet ies (oi 


viata ced. mover se Mei Srieh! vy ery al Gites 


j : ‘ hie | q " ae ee ae 8) ME No a 
Curerny wto ving ne Siibhhwag: Pht AN, GOCTSAT LID Bie alban 2Ah i} ie! 


Ob etree Atl Gea iatages “worl: vleieed®: sete @: 
mare none (iw Downy oe tener Qu! aati A J tie 
Laaarranter! ic aM hile (PBR as ax eta ty BATT aiaey Wh 

poet ey Bey ee gets ee fe + Wide Tey L, 


hvdtiaget prema as eh a vied el eles oe 0 tir ri die: 6 





Inmenipcome not inva wegina> dentate nein ri 
7 iN, Aikrrw aii vi ahi dnd 





‘at ve rina 

















Sina to vy) 
ae horas ° hy i Sry ije! reo tio 
Meh 


Pon Visteon hat pen 
an pias tye ee 


week evans Gd ant megane 


due le eben ee 
i sy Re ooh a Ovals 


“Sa aio pig ovigtl, dame aytitreotag: UMM avi iS awe viene seek! ‘saeth , 





shade é vi i 





ae a 


ae 


' At i is wi aa 


tev ayrky vob ee aa! i; 
heptane, 


siela weigh. Fy “ioe aes oe 


1 


are agg entag 
texoneah ti 





greatest increase of 21 percent occurs for Rest of Nevada. Most of the large winners are rural 

areas. However, some large urban areas post large positive increases, including 

Oakland/ Berkeley, CA with an 8.4 percent increase, 8.3 percent for San Francisco, CA, and 6.2 

percent for NYC Suburbs/Long Island, N.Y. Five localities have losses in excess of 10 percent, 

with three of the five greatest reductions being found in Indiana: -14.2 percent for Rest of Indiana, 

-12.0 percent for Urban Indiana, and -10.4 percent for Metropolitan Indiana. Among the large 

urban areas showing RVU losses are Dallas, Texas (- 4.6 percent), Seattle (King County), WA 

(- 4.7 percent), Milwaukee, WI (- 5.4 percent), and Lexington & Louisville, KY (- 11.7 percent). 
Overall, there does not appear to be a strong, consistent pattern of winners and losers in 

terms of urban and rural localities. Both losing and winning localities include rural and urban 


areas of various sizes. 
4.4 Site-Of-Service Differential Policy 


We also simulated the impacts from changing the site-of-service adjustment. The current 
(1996) policy used by HCFA applies a 50% reduction to the practice expense RVU to 669 predom- 
inantly office-based services when performed outside the physician's office. The purpose of this 
adjustment is to avoid double payment for direct practice costs, while continuing to reimburse 
for indirect practice costs incurred regardless of the actual site where the service is performed. 
Our proposed alternative policy would apply to all services except for radiology and other ser- 
vices with technical and professional components. In concept, all other services are "eligible" for 
this site-of-service adjustment. However, there may be services that are performed exclusively in 
physician offices and would never receive a practice expense RVU adjustment. And there are 
services performed exclusively outside the office (e.g., major surgeries) that would never receive 
the full practice expense payment. 

The new policy would pay total practice expense RVUs (direct and indirect) when 
services are performed in a physician office, but only indirect practice expense RVUs would be 
reimbursed for services performed outside the physician office. For global surgical services per- 
formed in nonoffice settings, a percentage of the direct practice expense RVUs would be included 
in the reimbursed practice expense RVUs to capture office-based practice costs within the global 
period. The site-of-service adjustment is not applied to radiology or other services with technical 


and professional components, nor to services with zero work RVUs. We consider the practice 
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expenses associated with professional components to be totally indirect, so no site-of-service ad- 
justment is ipdtectel, Technical components and other services with zero work RVUs do not in- 
volve the physician. The practice expense (plus malpractice) payment is the full fee for these ser- 
vices wherever performed; there is no justification for an indirect payment to the physician prac- 
tice if these services are performed off-site. Finally, we applied an adjustment factor of 1.26321 to 
all eligible practice expense RVUs under the new site-of-service policy in order to preserve total 
practice expense RVU neutrality. The proposed site-of-service policy would pay only the indirect 
RVUs for all physician services (except those services with professional and technical compo- 
nents) if performed outside of physicians’ offices. Because the proposed site-of-service policy 
would be applied to a much broader range of services compared to HCFA’s current site-of-ser- 
vice policy, the grand total number of practice expense RVUs would be reduced. Thus, to pre- 
serve overall practice expense RVU neutrality, all practice expense RVUs (direct and indirect) 
were factored up by 1.26321. The adjustment factor of 1.26321 was determined after imposing 
HCFA payment policy adjustments for multiple surgery, bilateral surgery, assistant-at-surgery, 
and presence of aco-surgeon. The current HCFA site-of-service policy was not imposed, how- 


ever, as the new proposed site-of-service policy replaces it. 


4.4.1 Comparison of Current and Proposed Site of Service Adjustments to Resource- 
Based RVUs 


4.4.1.1 Service-Level Comparison 


In Table 4-5 we compare the current HCFA 50 percent reduction and proposed direct 
RVU reduction site-of-service policies. To isolate the effects of alternative site-of-service policies 
from changes in RVUs, they are both applied to our new resource-based RVUs for the top 100 
procedure codes. Our proposed policy applies to all these codes, with the exception of profes- 
sional and technical component codes (and associated global codes), or codes with zero work 
RVUs. The current 50 percent reduction policy is applied only to codes on HCFA's list of 669 
codes. 

The new policy pays indirect practice expense RVUs only for nonoffice services (global 
surgical procedures receive a portion of direct RVUs as well). Since indirect RVUs comprise 
more than 50 percent of total practice expense RVUs, the new policy pays more for nonoffice ser- 


vices than does the current 50 reduction policy, for services subject to the current reduction. For 
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example, code 99202, office/ outpatient visit, has 0.59 practice expense RVUs (0.21 direct and 0.38 
indirect) when peromned in the office. The nonoffice practice expense RVU is reduced by 50 per- 
cent to 0.295 under current policy, while the total RVU falls by 21 percent to 1.10. (The change in 
total RVUs can be interpreted as a change in the fee.) 

Under the proposed policy, code 99202, when provided outside the office, would receive 
only the indirect practice expense RVU. (Since its global surgery office practice expense RVU is 0, 
it receives none of its direct practice expense RVU.) The indirect RVU of 0.38 becomes 0.48 after 
applying the practice expense RVU neutrality factor of 1.26321. The nonoffice practice expense 
payment is 18.9 percent less than the office payment under the new policy, versus 50 percent less 
under HCFA's current policy. The reduction in total RVUs (the fee) is only 8 percent instead of 21 
percent. 

Hospital visit codes are not subject to HCFA's current site-of-service adjustment, but 
would be reduced under the proposed alternative policy. Inpatient hospital care (code 99222), for 
instance, has 1.49 practice expense RVUs under the current policy and 1.19 under the new policy 
since only the indirect practice expense RVU (1.19 = 0.94 indirect RVUs multiplied by the 1.26321 
budget neutrality factor) would be reimbursed. This amounts to a reduction of 19.8 percent in 
practice expense and 8.6 percent in total RVUs versus the new resource-based fee without the 
site-of-service adjustment. 

Procedure code 27447, Total Knee Replacement, illustrates how the new policy pays a 
portion of the direct practice RVUs to account for the office portion of a global surgical package. 
Under current policy 27447 is left unchanged, while the alternative policy would pay the indirect 
RVU (9.40) and 11.3 percent of the direct RVU of 4.53, for a total of 12.5 after the total practice 
expense RVU neutrality adjustment. Resource-based practice expense RVUs fall from 13.93 to 
12.5 (10%) and total RVUs fall by 3.7 percent. 

Procedure code 65855, Laser Surgery of Eye, gives an example of a surgery that is subject 
to HCFA's site-of-service adjustment and has considerable office practice expense within the 
global surgical period. Under the current HCFA policy the practice expense RVU for 65855 is 
reduced from 4.64 to 2.32, while total RVUs fall by 24 percent. The new policy would pay indi- 
rect practice expense RVUs of 2.86 and 35.9 percent of the direct practice expense RVUs of 1.78. 
Practice expense RVUs of 4.42 are derived as: (1.78 * .359 + 2.86) * 1.26321. The net effect is that 
practice expense RVUs fall by only 4.8 percent (instead of 50%) and total RVUs fall by 2.3 percent 


versus a 23.7 percent reduction under the current HCFA policy. 
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Overall, visits, consults, and eye exams show the largest nonoffice reductions in total 
RVUs (of roughly 5% to 10%) from the proposed new site-of-service policy. Major surgeries typi- 
cally show smaller reductions of 2 to 5 percent. This is because of the greater proportion of work 
in total RVUs for these services, the higher proportion of indirect in total practice expense RVUs, 
and the adjustment for the global office percentage. Note that no site-of-service adjustment is 
made for services that are part of global, professional, and technical "test trios" or for services 
with zero physician work. Examples are echo exam of heart, Doppler color flow, heart catheter- 


ization, tissue exam by pathologist, and radiological procedures. 
4.4.1.2 Specialty Income Redistributions 


Table 4-6 shows how specialties are impacted from the new site-of-service policy versus 
the current MFS policy, both applied to the new resource-based practice expense RVUs. Also, 
practice expense RVU shares under both site-of-service adjustment policies are compared to the 
specialty PEP. Because the new site-of-service adjustment imposes a smaller RVU reduction, on 
average, to nonoffice services subject to HCFA's site-of-service adjustment, specialties that are 
currently providing a high proportion of these 669 services will benefit. However, specialties 
providing a high proportion of services in nonoffice settings that are not subject to the current 
site-of-service adjustment, such as inpatient visits and consults, may suffer overall RVU declines. 
The new policy reduces fees less for services currently affected by the MFS site-of-service adjust- 
ment, but it greatly expands the number of services affected by a site-of-service reduction. Spe- 
cialties providing primarily office-based services will gain from the upward practice expense 
RVU neutrality adjustment associated with the new policy. 

Family Practice and General Practice both show modest increases in practice expense and 
total RVUs-- 4 percent and 1.8 percent for Family Practice and 1.4 percent and 0.7 percent for 
General Practice. These specialties gain by providing large numbers of office visits, and suffer a 
lower site-of-service reduction for outpatient visits than under current policy, but they also pro- 
vide services newly affected by a site-of-service reduction, such as hospital visits. On net, they 
are small winners from the new policy. Several internal medicine specialties have decreases in 
their RVUs, possibly due to the expanded number of services being subject to the site-of-service 
differential. For example, specialties that are more hospital-based will receive practice expense 


reductions for hospital visits (e.g., 99222, 99223) and hospital care (e.g., 99231 - 99233, 99238). 
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Among surgical specialties, winners under the new site-of-service adjustment include 
Ophthalmology (+ 10.1%; 4.8% total), Otolaryngology (+ 14.7%; 6.9% total), Plastic Surgery (+ 
3.4%; 1.3% total), Oral Surgery (+ 14.6%; 6.6% total) and Maxillofacial Surgery (+ 9.4%; 4.1% to- 
tal). Ophthalmology represents a specialty that does many of its surgical procedures in the office. 
However, those that are done in nonoffice settings are subject to a smaller reduction vis-a-vis the 
current MFS site-of-service adjustment. Cardiac/Thoracic Surgery posts a large 24.3 percent re- 
duction in practice expense RVUs (- 9.5% total) and is likely caused by RVU reductions for many 
surgeries, visits and consults done in inpatient settings under the new policy. 

Among other specialties, office-oriented specialties such as optometry, chiropractic, der- 
matology, and podiatry gain under the new versus current policy, while nonoffice specialties 
such as emergency medicine and critical care medicine lose. The new adjustment tends to move 
the specialty practice expense RVU share in the direction of the specialty PEP, but there are sev- 


eral cases where the 1996 MFS share is closer to the specialty PEP. 


4.4.2 Comparison of 1996 Medicare Fee Schedule to Resource Based RVUs With New Site- 
of-Service Policy 


Our final comparison is of the 1996 Medicare Fee Schedule, with its historical-charge- 
based RVUs and 50 percent nonoffice reduction for 669 services to a fee schedule with our new 


resource-based practice expense RVUs and new "indirect only" nonoffice site-of-service differen- 





tial applied to most services. This comparison shows the total effect of two changes: (i) the 
switch from charge- to resource-based RVUs; and (ii) the change from the 50 percent reduction 
applied to certain nonoffice services to paying for indirect practice expense RVUs (and the office 
portion of direct RVUs for global surgical services) only for most services. This, then, is our most 
comprehensive comparison of current Medicare physician payment policy to physician fees im- 
plementing both of our major proposed new policies. Service-level comparisons are made in Sec- 


tion 4.2.1 and specialty income redistributions are examined in Section 4.2.2. 
4.4.2.1 Service-Level Comparison 


In Table 4-7 we show how the top 100 procedure codes are affected by the introduction of 


resource-based practice expense RVUs and the new site-of-service adjustments. The table shows 
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the 1996 MFS RVUs for services performed in and out of office. The MFS RVUs do not change by 
site for those services not subject to the site-of-service adjustment (e.g., hospital visits, inpatient 
consults, major surgeries, certain diagnostic tests, radiologic services). The new site-of-service 
adjustment does, however, impose practice expense RVU reductions to all services except for 
professional, technical, and global services.* Office RVUs are not shown in the table for certain 
services that are always provided in a nonoffice setting, for example, hospital visits. 

Procedure code 99202 (Office/ outpatient visit, new) illustrates a service that is subject to 
both site-of-service adjustments. Under the MFS practice expense RVUs are reduced by 50 per- 
cent to 0.23 for 99202 when performed in nonoffice settings. Introducing resource-based practice 
expense RVUs raises the practice expense RVU from 0.45 to 0.59 (32%) and from 1.25 to 1.39 
(11%) for total RVUs if done in the office setting, before the budget neutrality adjustments are 
imposed under the alternative site-of-service policy. After imposing the budget neutral adjust- 
ment factor of 1.26321, practice and total values become 0.75 and 1.55, respectively. Resource- 
based practice expense RVUs fall from 0.75 to 0.48 (- 36%), while total RVUs fall from 1.55 to 1.28 
(-17%), if 99202 is performed in a nonoffice site. A comparison of resource-based practice ex- 
pense RVUs to 1996 MFS RVUs in nonoffice settings shows the combined effects from resource- 
based RVUs and the new site-of-service adjustment. Not only do RVUs increase for 99202 when 
moving to resource-based RVUs, the new site-of-service adjustment leads to a much smaller re- 
duction in RVUs. Thus, the difference between the resource-based, nonoffice practice and total 
RVUs and 1996 MFS nonoffice RVUs for 99202 are 113 percent and 25 percent, respectively. 
Overall, then, office visit fees increase substantially and outpatient (nonoffice fees) rise even more 
on a percentage basis under the two new fee schedule policies. 

Code 99222 (inpatient hospital care) is an example of a code that is not subject to HCFA's 
site-of-service adjustment. Resource-based practice expense and total RVUs are 43 percent and 
15 percent greater, respectively than 1996 MFS RVUs (without the site-of-service adjustment). 
Imposing the new site-of-service adjustment onto the resource-based practice expense RVU re- 
duces it from 1.49 to 1.19 (- 20%), while total RVUs between nonoffice and office fall from 3.42 to 
3.12 (-8.8%). When comparing total resource-based RVUs in the nonoffice setting to 1996 
nonoffice MFS RVUs, there is a slight increase (3.12 vs. 2.97; 5.1%), which is due to the initial in- 


°Or other services with zero work RVUs. 
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crease from moving to a resource-based RVU offset by the new site-of-service reduction.* Over- 
all, then, the combination of resource-based RVUs and the new site-of-service policy leaves hospi- 
tal visit fees relatively unchanged. 

Office consultation fees tend to rise somewhat if performed in the office, and more mark- 
edly if performed in a nonoffice setting under the two new policies compared to the current MFS. 
Fees for eye exams, codes 92004, 92012, and 92014 rise sharply under the two new policies in both 
office and nonoffice settings, but the more technically-oriented visual field exams (code 92083) 
and eye exam with photos (code 92235) fall in the nonoffice setting. Emergency department and 
nursing home visits are similar to hospital visits in that their fees are increased significantly by 
resource-based RVUs, but fall from the new site-of-service policy. In total, fees for these services 
still rise by about 15 percent. 

Fees for minor surgeries such as code 11730 rise in both the office and nonoffice settings, 
benefitting from both resource-based RVUs and the new site-of-service policy versus the old one. 
Fees for major surgeries, on the other hand, are lowered by both policy changes. Cumulatively, 
for example, fees for CABG, total hip replacement, repair of thigh fracture, and total knee 
replacement fall by 21 to 30 percent versus the 1996 Medicare Fee Schedule. 

Certain diagnostic tests not subject to Medicare's current site-of-service differential (e.g., 
upper GI endoscopy) suffer especially large fee reductions in the nonoffice settings. Those 
affected by current policy (e.g., sigmoidoscopy, diagnostic) do not fair as badly under the new 
twin policies in the nonoffice setting. The pathology and radiology codes shown in the table are 
not subject to either the current or the new site-of-service policies, so their fee reductions are the 


same in both the office and nonoffice settings. 
4.4.2.2 Specialty Income Redistributions 


Specialty Medicare income impacts resulting from the change to resource-based practice 
expense RVUs and to the new site-of-service adjustment are presented in Table 4-8. Aggregate 
1996 MFS RVUs for each specialty embody all MFS payment policy adjustments, including the 
current MFS site-of-service adjustment. Similarly, the resource-based RVU aggregates capture all 


“Note that there is also a 26 percent site-of-service practice expense RVU neutrality adjustment which applies to the new RVUs. 
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policy adjustments, but the alternative site-of-service adjustment replaces HCFA's site-of-service 
policy. : 

The specialty percentage changes in total RVUs (i.e., income) shown in Table 4-8 are simi- 
lar to those displayed in Table 4-3. This indicates that most of the specialty income redistribution 
occurs because of the resource-based RVUs, not because of the new site-of-service policy. We 
will focus some of our comments on the differences in total specialty RVUs between Tables 4-8 
and 4-3. (Roughly, the percentage changes in Table 4-8 are the sum of the changes in 4-3 due to 
the resource-based RVUs and the changes in Table 4-6 due to the new site-of-service adjustment.) 

Primary care specialties gain slightly from the new site-of-service policy, so their overall 
gains in Table 4-8 are slightly greater than those shown in Table 4-3 from resource-based RVUs 
alone. Family practitioners gain 14 percent from the combination of both new policies, general 
practitioners gain 13 percent, and internists gain 10 percent. Their practice expense RVU shares 
move from 39 percent under the 1996 MFS to 45 to 47 percent under the new fee schedule, still 
falling short of their actual specialty PEPs of 50 and 56 percent. 

Cardiologists continue to show a slight decline in income of 4 percent, slightly more than 
due to resource-based RVUs alone (Table 4-3). Their practice expense RVU share remains greater 
than their specialty PEP, probably primarily because fees for many tests cardiologists perform are 
"passed through" under our method because of lack of resource-based data. Gastroenterologists 
suffer a substantial 13 percent drop in income, probably largely because fees for certain diagnos- 
tic tests they frequently perform such as upper GI endoscopy are sharply lowered. Their 
resource-based practice-expense RVU share (37.9%) actually ends up slightly below their 
specialty PEP of 40 percent. However, this PEP is from a residual AMA specialty category, so it 
may not be fully accurate. 

Among surgical specialties, ophthalmologists gain 5 percent Medicare income, assuming 
no behavioral changes. Ophthalmologists especially benefit from the new site-of-service policy 
because, with only the change to resource-based RVUs, but no site-of-service differential, they 
lose a small amount of income (Table 4-3). Most other surgical specialties, however, lose a few 
percentage points of additional income from the site-of-service policy (compare Tables 4-3 and 4- 
8). The biggest losers by far are cardio-thoracic surgeons, whose Medicare income is projected to 
drop by 32 percent. Neurological surgeons (-20%), vascular surgeons (-19%), general surgeons (- 
15%), and orthopedic surgeons (-15%) also lose significant amounts of income. In addition to 


ophthalmologists, otolaryngologists (+4%) and urologists (+0.2%) fare relatively well among sur- 
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geons. The practice expense RVU shares more closely approximate specialty PEPs under the new 
fee schedule than the asian MEFS for most surgical specialties. An exception is otolarynology. 
Psychiatrists gain about 9 percent from the combination of both policies, while radiolo- 
gists lose about 10 percent. These changes are both slightly magnified from Table 4-3 (no site-of- 
service adjustment). Pathologists lose 18 percent, the same as in Table 4-3 because their services 
are not subject to the new site-of-service differential. Among other specialties, non-physicians 
such as chiropractors, therapists, and podiatrists are large gainers relative to the current MFS. 
The physician specialties of emergency medicine, hematology, oncology, rheumatology, and en- 
docrinology do well. Large losers include ambulatory surgery centers, interventional medicine, 


and peripheral vascular disease. 
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TABLE 4-1 : 


SUMMARY OF CHAPTER FOUR TABLES 





PRACTICE 
EXPENSE RVUs SITE-OF-SERVICE POLICY 








|. Comparison of Resource-Based to Current Practice Expense RVUs, Retaining Current Site-of-Service Policy 
Table 4-2: Top 100 Service Codes 


1996 MFS: Charge-based 50% non-office reduction* 
Resource-Based: SRB 50% non-office reduction* 


Table 4-3: Specialty Income Impacts 


1996 MFS: Charge-based 50% non-office reduction* 
Resource-Based: SRB 50% non-office reduction* 


Table 4-4: Medicare Payment Localities 


1996 MFS: Charge-based 50% non-office reduction* 
Resource-Based: SRB 50% non-office reduction* 


I]. Comparison of Current to Proposed Site-of-Service Policies, Both Applied to New Resource-Based RVUs 
Table 4-5: Top 100 Service Codes 


HCFA Site-of-Service 


Adjustment: SRB 50% non-office reduction* 
Proposed Site-of-Service 
Adjustment: SRB Non-office indirect only 


Table 4-6: Specialty Income Impacts 


HCFA Site-of-Service 


Adjustment: SRB 50% non-office reduction* 
Proposed Site-of-Service 
Adjustment: SRB Non-office indirect only 


. Comparison of 1996 MFS with Current RVUs and Site-of-Service Policy to Resource-Based RVUs with 
Proposed Site-of-Service Policy 


Table 4-7: Top 100 Service Codes 


1996 MFS: Charge-based 50% non-office reduction 
Resource-Based: SRB Non-office indirect only 
1 
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TABLE 4-1 5 


SUMMARY OF CHAPTER FOUR TABLES 





PRACTICE 


EXPENSE RVUs SITE-OF-SERVICE POLICY 


Table 4-8: Specialty Income Impacts 


1996 MFS: 


Charge-based 
Resource-Based: 


50% non-office reduction 
SRB Non-office indirect only 





* Non-office fees are not shown in the table. 


NOTES: RVU = Relative Value Unit 
MFS = Medicare Fee Schedule 
SRB = Specialty Resource-based 
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TABLE 4-4 


MEDICARE PAYMENT LOCALITY IMPACTS OF RESOURCE-BASED VERSUS 1996 MEDICARE FEE 
SCHEDULE PRACTICE EXPENSE RVUs 





Carrier/ 
Locality 
Number 


PRACTICE EXPENSE 


Total 


RVU DIFFERENCE 


Percent 


0129099 
0090025 
0095113 
0097350 
0104004 
0095112 
0095114 
1126003 
1049004 
0097320 
0051006 
1651018 
0080303 
0129003 
0062106 
1433004 
0103099 
0054207 
0054205 
0074006 
0054215 
0054213 
0062113 
1651019 
0054227 
0070002 
0080302 
1651020 
0086003 
0080104 
0054206 
0054203 
0054209 
0054210 
0052850 
0138099 
0205018 
0054201 

0090009 
1023002 
0062114 
0205021 

0090004 
0205025 
1025001 

1023004 
0205020 
0103007 
0086504 
0112001 


MEDICARE PAYMENT 
LOCALITY PRACTICE 
EXPENSE RVUs 
Resource- 

Locality Name Based 1996 MFS 
REST OF NEVADA 57,726 47,741 

ORANGE, TX 47,857 41,076 
CENTRAL WI 117,976 101,348 
VIRGIN ISLANDS 26,865 23,231 

REST OF GA 1,746,383 1,511,629 
NORTHWEST WI 264,675 229,259 
SOUTHWEST WI 157,101 137,067 
REST OF MO ; 1,182,800 1,038,517 
REST OF VA 1,018,575 895,523 
PUERTO RICO 5,521,335 4,917,473 
REST OF AL 1,080,153 971,210 
EASTERN VALLEY, WV 148,110 133,288 
POUGHKPSIE/N NYC SUBURBS, NY _ 1,754,204 1,596,369 
ELKO & ELY (CITIES), NV 15,454 14,080 
KANKAKEE, IL 345,679 315,329 
QUEENS, NY 2,896,608 2,642,704 
REST OF AZ 847,381 780,897 
OAKLAND/BERKLEY, CA 3,488,481 3,218,967 
SAN FRANCISCO, CA 1,602,888 1,480,663 
RURAL NW COUNTIES, MO 423,452 393,929 
SAN BERNADINO/E.CTRL CNTYS C_ 1,441,530 1,342,553 
KINGS/TULARE, CA 764,608 713,020 
SOUTHEAST IL 451,884 421,451 

OHIO RIVER VALLEY, WV 653,125 610,249 
RIVERSIDE, CA 1,996,501 1,868,433 
MASS SUBURBS/RURAL CITIES 3,095,546 2,907,893 
NYC SUBURBS/LONG I., NY 17,158,564 16,162,939 
SOUTHERN VALLEY, WV 708,101 667,561 

SOUTHERN NJ 2,259,365 PANS UA 
REST OF NEW YORK 2,612,797 2,465,558 
SAN MATEO, CA 1,002,807 947,892 
MARIN/NAPA/SOLANO, CA 1,023,401 967,462 
SANTA CLARA, CA 2,307,437 2,182,819 
MERCED/SURR.CNTYS, CA 1,285,945 1,217,126 
REST OF LA 2,000,629 1,894,818 
REST OF OREGON 756,911 717,832 
LOS ANGELES (1ST OF 8) 1,566,840 1,486,500 
N. COASTAL CNTYS, CA 1,368,468 1,299,645 
BRAZORIA, TX 123,892 117,740 
SW CT 1,089,429 1,035,740 
SOUTHERN IL 370,067 352,076 
LOS ANGELES (4TH OF 8) 1,513,540 1,440,616 
WESTERN TX 854,903 814,028 
LOS ANGELES (8TH OF 8) 1,710,343 1,629,216 
REST OF MISSISSIPPI 2,002,485 1,908,418 
EASTERN CT 652,065 621,774 
LOS ANGELES (3RD OF 8) 2,430,224 2,330,164 
PRESCOTT, AZ 148,637 142,523 
REST OF PA 2,377,549 2,280,954 
HAWAII/GUAM 1,120,181 1,074,842 

4-27 


42,876 
128,069 
187,654 
995,624 

40,541 
128,253 
147,239 

54,915 

55,939 
124,618 

68,819 
105,811 

39,079 

80,341 

68,824 

6,152 

53,689 

17,992 

72,924 

40,875 

81,127 

94,067 

30,291 
100,060 

6,114 

96,595 

45,339 
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TABLE 4-4 


MEDICARE PAYMENT LOCALITY IMPACTS OF RESOURCE-BASED VERSUS 1996 MEDICARE FEE 
SCHEDULE PRACTICE EXPENSE RVUs 





Carrier/ 
Locality 
Number 


Locality Name 


MEDICARE PAYMENT 
LOCALITY PRACTICE 
EXPENSE RVUs 


Resource- 


1996 MFS 


PRACTICE EXPENSE 


Total 


RVU DIFFERENCE 


Percent 


MIDDLE NJ 
NORTHERN NJ 

JANESVILLE (S CNTRL), WI 
MONTEREY/SANTA CRUZ, CA 
MANHATTAN, NY 

QUINCY, IL 

NORMAL, IL 

YUMA, AZ 

LOS ANGELES (6TH OF 8) 

LG PA CITIES 

GALVESTON, TX 

CHICAGO, IL 

DE KALB, IL 

LOS ANGELES (7TH OF 8) 

SM PA CITIES 

BAKERSFIELD , CA 
VENTURA, CA 

EAST ST. LOUIS, IL 
DECATUR, IL 

SMALL GA CITIES 03 
ANAHEIM/SANTA ANA, CA 
VERMONT 

DC +MD/VA SUBURBS 
GRAYSON, TX 

IOWA 

URBAN MASS 
STOCKTON/SURR. CNTYS , CA 
LAS VEGAS, ET AL. (CITIES), NV 
LOS ANGELES (5TH OF 8) 
LOS ANGELES (2ND OF 8) 
CENTRAL MAINE 

ROCK ISLAND, IL 

DETROIT, MI 

TUCSON, AZ 

DENTON, TX 

NW AND N. CNTRL CT 

MIAMI, FL 

FRESNO/MADERA, CA 
ALASKA 

PHILLY/PITT MED SHCLS/HOSPS, P 
ATLANTA, GA 

SOUTHEAST RURAL TX 

S. CNTRL CT 

PHOENIX, AZ 

NORTH IDAHO 

WESTERN MD 

ST. LOUIS/LG E. CITIES, MO 
NORTHEAST RURAL TX 

OHIO 

SACRAMENTO/SURR. CNTYS, CA 
FORT LAUDERDALE, FL 
SALEM, ET AL. (CITIES), OR 


3,355,339 
8,268,021 
484,242 
1,155,526 
6,607,787 
369,390 
396,545 
208,345 
1,740,146 
12,094,040 
227,396 
8,505,161 
540,347 
1,548,055 
5,026,800 
1,013,800 
815,817 
1,136,382 
370,506 
3,030,690 
3,141,543 
756,037 
5,170,541 
295,009 
5,672,070 
8,316,666 
1,296,456 
2,003,391 
1,382,077 
1,092,396 
647,597 
483,756 
10,719,018 
1,377,469 
195,044 
3,102,004 
7,932,588 
1,592,990 
247,001 
3,494,620 
4,992,275 
2,453,761 
1,883,215 
5,572,711 
341,417 
706,096 
6,419,091 
1,969,189 
20,276,944 
2,970,378 
12,895,022 
408,914 
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3,221,159 
7,940,657 
465,502 
1,111,337 
6,357,508 
355,552 
382,199 
200,850 
1,683,479 
11,701,838 
220,572 
8,260,162 
524,801 
1,505,190 
4,889,251 
986,066 
793,940 
1,106,710 
361,019 
2,955,571 
3,065,395 
738,151 
5,050,672 
288,306 
5,544,150 
8,129,803 
1,267,367 
1,960,129 
1,354,296 
1,070,461 
634,767 
474,190 
10,540,220 
1,356,620 
192,305 
3,061,195 
7,436,515 
1,573,138 
244,979 
3,467,048 
4,954,164 
2,437,817 
1,871,011 
5,537,455 
339,266 
702,689 
6,388,863 
1,960,678 
20,235,166 
2,968,299 
12,887,355 
408,898 


134,181 
327,364 
18,740 
44,189 
250,279 
13,839 
14,345 
7,495 
56,667 
392,201 
6,824 
245,000 
15,546 
42,864 
137,549 
27,733 
21,877 
29,673 
9,487 
75,119 
76,148 
17,886 
119,869 
6,702 
127,920 
186,864 
29,090 
43,262 
27,782 
21,934 
12,831 
9,565 
178,798 
20,849 
2,739 
40,809 
96,072 
19,852 
2,022 
27,572 
38,111 
15,944 
12,204 
35,257 
2,151 
3,407 
30,227 
8,511 
41,779 
2,079 
7,667 
17 
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TABLE 4-4 


MEDICARE PAYMENT LOCALITY IMPACTS OF RESOURCE-BASED VERSUS 1996 MEDICARE FEE 


SCHEDULE PRACTICE EXPENSE RVUs 





MEDICARE PAYMENT 
LOCALITY PRACTICE 
EXPENSE RVUs 


1996 MFS 


PRACTICE EXPENSE 


Total 


RVU DIFFERENCE 


Percent 


Carrier/ 

Locality Resource- 
Number Locality Name Based 
0205028 SAN DIEGO/IMPERIAL, CA 3,405,578 
0054202 NE RURAL, CA 1,502,973 
0095119 LA CROSSE (W CNTRL), WI 755,195 
0052013 ARKANSAS 5,854,765 
0090101 BALTIMORE/SURR. CNTYS, MD 4,906,440 
0080101 BUFFALO/SURR. CNTYS, NY 2,975,834 
1049002 TIDEWATER & N VA CNTYS 2,275,000 
0057001 DELAWARE 1,322,059 
0080102 CHESTER/SURR. CNTYS, NY 1,558,217 
0095146 MILWAUKEE SUBURBS (SE), WI 996,924 
0104002 SMALL GA CITIES 02 3,021,957 
0074002 N K.C. (CLAY/PLATTE), MO 246,949 
1049003 SM TOWN/INDUSTRIAL VA 2,384,369 
0139001 W & SE WA (EXCL SEATTLE) 3,751,055 
0090103 SOUTH & E. SHORE MD 849,377 
0062302 MICHIGAN, NOT DETROIT 8,493,676 
0090019 MC ALLEN, TX 627,336 
2120001 NORTHERN MAINE 623,397 
0059001 REST OF FLORIDA 5,583,756 
0082521 WYOMING 437,755 
0062115 SUBURBAN CHICAGO, IL 2,586,242 
0078040 NEW HAMPSHIRE 1,556,093 
0052801 NEW ORLEANS, LA 2,731,888 
0090028 FORT WORTH, TX 1,832,139 
1651017 WHEELING, WV 760,551 
0088001 SOUTH CAROLINA 5,778,679 
0074004 SUBURBAN KANSAS CITY, KANSAS 557,655 
0074005 KANSAS CITY, KANSAS 298,208 
0065001 REST OF KANSAS 3,473,056 
0062101 NORTHWEST, IL 162,555 
0090034 WICHITA FALLS, TX 345,387 
0080103 CENTRAL CITIES, NY 3,780,167 
0052804 LAKE CHARLES, LA 378,933 
0059002 N/NC FL CITIES 21,133,207 
0090017 LONGVIEW, TX 303,904 
0051002 NORTH CENTRAL AL talotr593 
0082401 COLORADO 4,119,482 
1126002 SME. CITIES, MO 1,144,940 
0544035 TENNESSEE 10,078,590 
0062102 ROCKFORD, IL 725,154 
0095136 WAUSAU (N CNTRL), WI 847,981 
0090014 EL PASO, TX 768,355 
0051001 NORTHWEST AL 1,171,417 
0137000 OKLAHOMA 5,302,635 
0136005 NEW MEXICO 1,750,735 
0095160 OSHKOSH (E CNTRL), WI 727,408 
0090006 TEMPLE, TX 390,193 
0553500 NORTH CAROLINA 12,135,219 
0090033 LAREDO, TX 230,613 
0090018 HOUSTON, TX 4,582,964 
0065500 NEBRASKA 2,639,371 

4-29 


3,405,767 
1,503,784 
756,276 
5,866,835 
4,917,034 
2,982,957 
2,281,277 
1,328,146 
1,565,507 
1,002,092 
3,040,337 
248,596 
2,403,681 
3,782,082 
856,498 
8,593,857 
635,161 
631,187 
5,656,443 
443,768 
2,622,373 
1,579,664 
2,781,549 
1,865,500 
774,459 
5,886,454 
568,648 
304,232 
3,548,832 
166,358 
353,490 
3,869,312 
388,168 
21,649,736 
311,743 
1,181,715 
4,230,862 
1,176,925 
10,363,502 
746,757 
873,850 
791,860 
1,207,612 
5,470,405 
1,806,553 
751,337 
403,799 
12,558,622 
238,744 
4,746,719 
2,734,925 
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TABLE 4-4 


MEDICARE PAYMENT LOCALITY IMPACTS OF RESOURCE-BASED VERSUS 1996 MEDICARE FEE 
SCHEDULE PRACTICE EXPENSE RVUs 





Carrier/ 
Locality 
Number 


0066002 
0090029 


Locality Name 


WACO, TX 

CORPUS CHRISTI, TX 
CHARLESTON, WV 
SHREVEPORT, LA 
SOUTHERN MAINE 

SAN ANGELO, TX 
BROWNSVILLE, TX 

SANTA BARBARA, CA 
AUSTIN, TX 

GREEN BAY (NORTHEAST), WI 
RENO, ET AL. (CITIES), NV 
CHAMPAIGN-URBANA, IL 
RICHMOND & CHARLOTTESVILLE, 
SAN ANTONIO, TX 

DALLAS, TX 

SEATTLE (KING CNTY), WA 
MONROE, LA 

MIDLAND, TX 

URBAN MISSISSIPPI 

E CNTRL & NE WA 

SOUTH DAKOTA 

REST OF KENTUCKY 
BIRMINGHAM, AL 

MOBILE, AL 

SW OR CITIES (CITY LIMITS) 
SOUTHEAST AL 
MILWAUKEE, WI 

RHODE ISLAND 

EUGENE, ET AL. (CITIES), OR 
ALEXANDRIA, LA 

BATON ROUGE, LA 
BEAUMONT, TX 

MONTANA 

ST JOSEPH, MO 
MINNESOTA (TRAVELERS) 
K.C. (SACKSON CNTY), MO 
PORTLAND, ET AL. (CITIES), OR 
PEORIA, IL 

TEXARKANA, TX 

NORTH DAKOTA 
AMARILLO, TX 

ODESSA, TX 

UTAH 

MADISON (DANE CNTY), WI 
SOUTH IDAHO 

LAFAYETTE, LA 

VICTORIA, TX 

SM CITIES (CITY LIMITS) KY 
ABILENE, TX 


MEDICARE PAYMENT 
LOCALITY PRACTICE 
EXPENSE RVUs 


Resource- 
Based 


318,812 
712,309 
1,163,431 
853,756 
841,776 
270,085 
484,756 
1,200,293 
1,007,225 
825,448 
706,586 
558,713 
2,005,131 
2,207,699 
3,532,005 
2,249,862 
395,573 
230,411 
2,307,810 
1,334,968 
1,335,522 
1,771,361 
2,407,992 
1,079,294 
515,843 
1,635,985 
2,059,836 
2,925,481 
656,675 
350,632 
1,048,713 
800,299 
1,264,512 
269,880 
3,357,071 
1,773,686 
1,062,231 
618,801 
305,118 
1,276,116 
478,529 
287,/58 
1,673,417 
643,433 
1,028,699 
634,375 
223,517 
3,807,242 
350,948 


1996 MFS 


PRACTICE EXPENSE 


Total 


RVU DIFFERENCE 


Percent 


330,781 
739,361 
1,208,356 
887,973 
875,816 
281,018 
504,837 
1,250,451 
1,050,784 
861,892 
738,675 
585,233 
2,100,598 
2,313,056 
3,703,745 
2,361,564 
415,240 
242,153 
2,426,651 
1,403,855 
1,407,505 
1,867,285 
2,539,261 
1,138,211 
544,377 
1,727,184 
2,178,155 
2,671,330 
694,982 
371,178 
1,110,530 
848,257 
1,340,373 
286,397 
3,565,398 
1,884,836 
1,130,869 
660,008 
326,254 
1,367,929 
515,971 
310,818 
1,807,930 
695,961 
1,119,000 
690,150 
243,823 
4,159,921 
383,977 


-95,923 
-131,269 
-58,917 
-28,534 
-91,199 
-118,319 
-145,849 
-38,307 
-20,547 
-61,817 
-47,958 
-75,861 
-16,517 
-208,327 
-111,150 
-68,638 
-41,207 
-21,135 
-91,813 
-37,442 
-23,060 
-134,513 
-52,528 
-90,301 
-55,775 
-20,306 
-352,679 
-33,029 
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TABLE 4-4 

MEDICARE PAYMENT LOCALITY IMPACTS OF RESOURCE-BASED VERSUS 1996 MEDICARE FEE 

SCHEDULE PRACTICE EXPENSE RVUs 

SS I I a TS a A TT A PS TY 
MEDICARE PAYMENT 





LOCALITY PRACTICE PRACTICE EXPENSE 
EXPENSE RVUs RVU DIFFERENCE 

Carrier/ Tn en a es 

Locality Resource- 

Number Locality Name Based 1996 MFS Total Percent 
0062109 SPRINGFIELD, IL 712,826 783,632 -70,806 -9.0 
0103005 FLAGSTAFF, AZ 17,293 85,246 -7,953 -9.3 
0090021 LUBBOCK, TX 953,358 1,058,002 -104,644 -9.9 
0063001 METROPOLITAN IN 6,509,216 7,267,415 -758,198 -10.4 
0090027 TYLER, TX 607,736 683,115 -75,379 -11.0 
0066001 LEXINGTON & LOUISVILLE, KY 3,345,416 3,788,366 -442,950 -11.7 
0063002 URBAN IN 4,192,357 4,764,990 -572,632 -12.0 
0063003 REST OF IN 2,533,368 2,953,126 -419,758 -14.2 
NOTES: 


Current 1996 MFS site-of-service policy retained for this table. 
Carriers 00720 and 10240 were combined into 10240. 


Practice expense RVU neutrality adjustment factor applied to resource-based practice expense RVUs. 


SOURCE: HER calculations using 1996 HCFA National Physician Fee Schedule Relative Value File and 1994 HCFA Procedure File. 
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5.0 CONCLUSIONS 


It is generally accepted, and legally required, that the practice expense relative value units 
in the Medicare Fee Schedule need to be revised to be resource based. HCFA has funded a 
longer-term project that will survey physician practices and assemble procedure profiles with the 
assistance of clinical experts. However, full analysis of the data collected by that project and 
generation of fees is some time off. In the short term, methods using extant data that may 
approximate the results of the longer term project are useful. Fees resulting from "extant data" 
methods may be used as interim fees, as a benchmark against for the fees resulting from the 
longer-term project, as a means of "gap filling" of fees not generated by the larger project, and as 
an indication of the likely fees and redistributions that will result from primary data collection. 

In addition, the indirect practice expense RVUs generated from an “extant data” method could be 
combined with the direct RVUs established through an expert panel approach to yield fully 
resource-based practice expense payments. 

This report has presented the physician fees and specialty income redistributions 
resulting from one method using extant data. This method has several attractive features. First, 
the method is intuitive and easy to understand. It “makes sense.” Second, the method is feasible- 
-all Medicare physician fees have been generated for this report. Third it is low cost. Fourth, fees 
can be regularly updated through new practice expense percentages computed from physician 
survey data such as the American Medical Association's Socioeconomic Monitoring System. 
Fifth, the method could be extended to malpractice insurance relative value units. Sixth, a site-of- 
service differential based on empirical cost data is easily incorporated into the method. 

Not surprisingly, the extant data method presented here also has several significant 
limitations and disadvantages. First, it is a specialty rather than service-level method. It assumes 
that the relationship that exists between practice expenses and gross revenues on average for a 
specialty also exists for each service provided by the specialty. This assumption will not 
characterize practice expenses for services that differ from the specialty average very well. 
Second, the method assumes a proportional relationship between physician work and practice 
expenses. Again, for some services, this postulate will not be very accurate. Third, the method 
cannot generate fees for services with no physician work, such as technical components of tests. 
Fourth, the method is based on accounting principles, and does not necessarily reflect true 


economic cost relationships. For example, the proportion of direct practice expenses is probably 
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underestimated for the site-of-service differential because it is determined by accounting 
categories. Fifth, in its allocation of indirect expenses, the method does not explicitly account for 
physician incentives to supply services, as does Ramsey pricing. 

The method presented here could be improved in several ways. More specific and 
accurate practice expense percentages could be computed for specialties included in residual 
AMA categories. For this report, we used only the published AMA practice expense data. With 
the AMA data tape, practice expense percentages could be computed individually for several 
important Medicare specialties, including emergency medicine and cardio-thoracic surgery. 

Also, within-specialty practice expense percentages could be calculated for physicians who 
provide certain types of services frequently. For example, radiology practices could be divided 
into those with little equipment that provide mostly professional services versus those with 
substantial equipment providing mostly technical services. Cardiology practices could be 
divided into those performing few tests on-site versus those providing many tests in the office. 
Pathology practices could be divided into hospital-based versus non-hospital based. The practice 
expense percentages resulting from these divisions could be applied to certain types of services 
(e.g., professional versus technical components). Also, the direct versus indirect split in practice 
expense for the site-of-service differential could be refined. For example, office space costs could 
be allocated to direct versus indirect using accounting methods, or econometric methods could be 
used to estimate variable versus fixed costs. Finally, more recent data on practice expenses of 


non-physicians (e.g., chiropractors, podiatrists) would be valuable. 
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APPENDIX A: 
More on the Specialty Resource-Based (SRB) Practice Expense Method 


Relationship to Hsiao and PPRC Methods 


If the practice expense percentage is redefined from a service-specific to a specialty basis, 
the SRB method is equivalent to the practice expense allocation originally proposed by Hsiao and 
his collaborators. To see this, note that PEP = PE/GR where PE = practice expense and GR = 
gross revenue. Then, 1/(1 - PEP) = GR/NI, where NI = physician net income. But GR/NI = 
Hsiao's practice cost factor, PCF (see Chapter 1), so the two formulas are equivalent. 

As noted in Chapter 1, the PPRC criticized Hsiao's original multiplicative approach to 
allocating practice expenses, preferring the additive formula that is now used in the Medicare Fee 
Schedule. However, one of PPRC's criticisms, that payments would vary by specialty, does not 
apply to the SRB method. The SRB method uses the service-specific practice expense percentages 
developed for the Medicare Fee Schedule to determine fees, rather than the specialty-specific 
percentages proposed by Hsiao et al. 

Another of PPRC's criticisms of the Hsiao et al method, that practice expenses are 
determined only on a specialty basis and not on a service-specific basis, applies to the SRB 
method as well. However, the much greater data requirements and expense of PPRC's 
service-specific methodology must be weighed against its potentially greater accuracy in 
measuring practice costs. It is an empirical question whether specialty PEPs can provide an 
adequate approximation to service-specific costs. PPRC considers about two-thirds of practice 
expense to be indirect costs. PPRC allocates indirect costs in proportion to the sum of physician 
work and direct costs, not unlike the SRB method. This suggests that the SRB method and PPRC's 


method may yield similar results for many services. 
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Another Interpretation of the SRB Method 


o 


There is another interesting interpretation of the SRB method of calculating Medicare 
fees. It is the limit of a process in which the historical allowed charge used in the OBRA89 
calculation of practice expense relative value units (see Chapter 1) is iteratively replaced by the 


Medicare Fee Schedule fee. The current MFS additive formula for determining total RVUs is: 


TRVOE RV Oe RVU,,, j = RVU, , + PEP, + (AC)) (1) 


where: 


AC, = the historical allowed charge for service i, 


PEP, = the practice expense percentage for service i. 


Now replace allowed charges AC, in equation (1) with total relative value units TRVU; to obtain: 


TRVU,(1) = RVU, , + PEP, * (TRVU). (2) 
Repeat, replacing TRVU, with TRVU,(1) to obtain TRVU,(2). In the limit L,’ TRVU(n) = 
TRVU(n-1), implying that: 


1 


TRVU (L) = ( - PEP) * RVU, ; (3) 


But this is just the SRB method, showing that the limit of replacing the historical allowed charge 
with the Medicare Fee Schedule fee is the SRB method. 


'The iterative process will converge because PEP < 1. 
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In fact, a charge-based relative value scale (RVS), the current Medicare Fee Schedule RVS, 
and the SRB RVS are all special cases of the following formula, where n counts the iterations in 


replacing the historical charge with the MFS fee: 


TRVU,(n) = (1 - (PEP)*) * TRVU,(L) + (PEP "*» * AC, (4) 


When n = -1, TRVU;(-1) = AC,, which is a charge-based RVS. When n = 0, TRVU,(0) = (1 - 
PEP,)*TRVU,(L) + (PEP;)*AC, = RVU,, ; + (PEP;)*AC,, which is the current Medicare Fee Schedule 
RVS (equation (5)). When n = ~, TRVU,(~) = TRVU,(L), which is the SRB method of calculating 
fees. As we iterate (n increases), we get closer and closer to the SRB RVS. 

The algebraic results of this section have several implications. First, they clearly show 
that the current Medicare Fee Schedule is an average of a specialty resource-based and a 


charge-based RVS. By equation (4), the relative value scale underlying the current MFS equals: 


TRVU,(0) = (1 - PEP) * TRVU(L) + PEP, * (AC) (5) 


This is an average of the SRB relative value scale, TRVU;(L), and a charge-based relative value 
scale, AC,. The weight is the practice expense percentage, PEP;. Note that the greater is PEP,, the 
closer the MFS approaches a charge-based relative value for a service. On average, PEP, 
(including malpractice expense) equals about 46 percent. Thus, the current MFS is close to a 
simple (i.e., unweighted) average of a specialty resource-based and a charge-based fee schedule. 
Second, the results of this section show that the "additive" and "multiplicative" formulas 
for calculating Medicare fees are not as unrelated as might be supposed. The additive formula 
can be transformed into the multiplicative formula using the iterative method proposed here. 
Third, the iterative process provides natural intermediate, or blended, steps between the current 


MFS and the specialty resource-based fee schedule. 
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APPENDIX B: TABLE 1 


CPT CROSSWALK, 1994-1996, AND 1994 DELETED CODES 





1996 CPT Code 1994 CPT Code 
19367 or 19368 or 19369 19362 
15788 through 15793 15790, 15791 
21630 21633 
25000 25005 
25315 or 25316 PAE | Thy Porerks} 
25447 26527 
31276 31071 
31254 31245 
31254 or 31256 31246 
31254 or 31267 31247 
31254 or 31276 31248 
31254 or 31256 or 31276 31249 
31231 through 31235 31250 
31254 or 31267 or 31276 S25 
31237 S12524 3125S 
31233 31260 
31255 31261 
31255 or 31256 31262 
31267 31263 
SIZE) Ole SZC 31264 
31267 31265, 31268 
Sil2 5 50h oa2 76 31266 
31255/0f 61250 Of o1276 31269 
S255 31270 
SZ 551Oh S207 OF o1276 SAA 
31287 S275 
31288 SZ, 
31255 or 31287 or 31288 31280 
31255 or 31256 or 31287 or 31288 31281-31283 
31255 or 31256 or 31287 or 31288 or 31276 31284, 31286 
31231 through 31235 31285 
32310 3255 
32445, 32540 32450 
32320 32490 
32601 through 32606 32700-32705 
33030 or 33031 33100 
CEILNWL EEYAS), CEVA) SEPA 33219 
SOZSO NS OZO4 COZ OO SozoZ 
33242, 33243, 33244 33248 
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APPENDIX B: TABLE 1 


CPT CROSSWALK, 1994-1996, AND 1994 DELETED CODES 





1996 CPT Code 1994 CPT Code 
33463, 33464 33452 
33510 through 33536 or 33572 33570, 33575 
92992 33738 
33860, 33861, 33405, 33406 33865 
35691 35637 
35693 35638 
35901 through 35907 35900, 35910 
36215 through 36218 36230 
36821 36820 
36834 37190 
39010 39020 
39545 39547 
43107 or 43116 or 43124 or 31360 43105, 43106 
43107 through 43113 43110, 43111 
43116 or 43117 or 43118 43115 
43107 or 43124 43119 
43122 43120 
43499 43136 
43320 43321 
43450 43451 
43220, 43458, 74360 43455 
43622 43625 
43631 through 43634 43630 
43847 43844 
44602 through 44605 44040 
44602, 44604 44600 
44603, 44604 44610 
45170 or 45190 45180 
45300 45302 
45308, 45309 45310 
45339 45336 
46270 46000 
46288 46281 
46600 46602 
47711 or 47712 47710 
48146 48151 
56360 49300 
56361 49301 
56362 49302 
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APPENDIX B: TABLE 1 


CPT CROSSWALK, 1994-1996, AND 1994 DELETED CODES 





1996 CPT Code 1994 CPT Code 

56363 49303 
56340 49310 
56341 49311 
56315 49315 
49505, 49507, 54520 49510 
49505, 49507, 54840, 55040 49515 
49496, 49501, 49507, 49521 49530, 49535 
49550, 49553 49552 
49572 49575 
49585, 49587 49581 
58321, 58322 58310 
58323 58311 
60210 through 60225 60245 
60271 60246 
80408 82091 
80428 82173 
80400 through 80406 82536 
80420 82539 
82805, 82810 82792 
82803 82801, 82802, 82804, 82812, 82817 
80430 83004 
80434, 80535 83526 
84165 84175 
80438, 80439 84201, 84444 
84550 84555 
85810 84589, 85820 
82785, 83518, 86003, 86005 86421, 86422 
82273 89205 
90780, 90781, 90784 90798 
76000 93280 
93510, 93543 93546 
93510, 93543, 93545 93547 
93510, 93543, 93544, 93545 93548 
93526, 93527, 93528, 93543, 93545 93549 
93539, 93540 93551 
93510, 93539, 93540, 93543, 93545 93552 
93510, 93539, 93540, 93543, 93544, 93545 93553 
93922 through 93924 93920, 93921 
95044 95040-95043 
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APPENDIX B: TABLE 1 


CPT CROSSWALK, 1994-1996, AND 1994 DELETED CODES 





1996 CPT Code 1994 CPT Code 

95052 95050, 95051 
95144 95135, 95140 
95165 95150, 95155 
95816 95817 
95819 95821 
95954 95823 
95829 or 95951 or 95956 95826 
95807 through 95810 95828 
95999 95842 
97530 97114 
97032 97118 
97033 97120 
97034 97126 
97035 97128 
97110 through 97139 97145 
97036 97220, 97221 
97036 through 97113 97240, 97241 
97530 97531 
97750 97720, 97721, 97752 
99354 through 99360 99150, 99151 
99183 99180, 99182 
Has been deleted 31659 
Has been deleted 36840 
Has been deleted 36845 
Has been deleted 43000 
Has been deleted 43040 
Has been deleted 43885 
Has been deleted 47440 
Has been deleted 51739 
Has been deleted 52650 
Has been deleted 63658 
Has been deleted 93255 
Has been deleted 95105 


NOTES: Service level PEPs were assigned to 1996 CPT code only for unambiguous codes. 
We did not attempt to make arbitrary assignments of service level PEPs to multiple codes. 
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APPENDIX B: TABLE 2 


ASSIGNMENT OF 1994 CPT CODES TO 1996 CPT CODES 





1994 CPT Code 1996 CPT Code 
21633 21630 
25005 25000 
25317 25315 
25318 25316 
26527 25447 
31071 31276 
32315 32310 
37190 36834 
39020 39010 
39547 39545 
43120 43122 
43321 43320 
43844 43847 
46281 46288 
60246 60271 
95817 95816 
95821 95819 
95823 95954 
95842 95999 
97114 97530 
97118 97032 
97120 97033 
97126 97034 
97128 97035 

97220, 97221 97036 
97531 97530 

SUPA), SUU, SRY 97750 

31252, 31258 31237 

31260 31233 
31263, 31265, 31268 31267 
31270 31235 
31275 31287 
31277 31288 
32490 32320 
33738 92992 
35637 35691 
35638 35693 
36820 36821 
43136 43499 
43451 43450 
43625 43622 
45302 45300 
45336 45339 
46000 46270 
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APPENDIX B: TABLE 2 


ASSIGNMENT OF 1994 CPT CODES TO 1996 CPT CODES 





1994 CPT Code 1996 CPT Code 
46602 46600 
48151 48146 
49300 56360 
49301 56361 
49302 56362 
49303 56363 
49310 56340 
49311 56341 
49315 56315 
49575 49572 
58311 58323 
82091 80408 
82173 80428 
82539 80420 

82801, 82802, 82804, 82812, 82817 82803 
83004 80430 
84175 84165 
84555 84550 

84589, 85820 85810 
89205 82273 
93280 76000 

95040, 95041, 95042, 95043 95044 

95050, 95051 95052 

95135, 95140 95144 

95150, 95155 95165 

99180, 99182 99183 
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APPENDIX C 





APPENDIX C: 


Table 1—1996 MES Relative Value Units and Resource-Based RVUs Under the HCFA Site-of- 
Service (S-O-S) Differential Policy. 


This appendix table contains the following information for each CPT code and alphanumeric 
HCPCS code, except for alphanumeric codes beginning with B (enteral and parenteral therapy), E 
(durable medical equipment), K (temporary codes for nonphysician services or items), or L 
(orthotics), by column: 


1. | CPI/HCPCS code. This is the CPT or alphanumeric HCPCS number for the service. 


2. Modifier. A modifier is shown if there is a technical component (modifier TC) and a 
professional component (PC) (modifier 26) for the service. If there is a PC and a TC for the 
service, Appendix C contains three entries for the code: One for the global values (both 
professional and technical); one for modifier 26 (PC); and one for modifier TC. The global 
service is not designated by a modifier, and physicians must bill using the code without a 
modifier if the physician furnishes both the PC and the TC of the service. 


3. Status indicator. This indicator shows whether the CPT/ HCPCS code is in the physician fee 
schedule and whether it is separately payable if the service is covered. 


A = Active code. These codes are separately payable under the fee schedule if covered. 
There will be RVUs for codes with this status. The presence of an “A” indicator does 
not mean that Medicare has made a national decision regarding the coverage of the 
service. Carriers remain responsible for coverage decisions in the absence of a national 
Medicare policy. 


B = Bundled code. Payment for covered services is always bundled into payment for 
other services not specified. If RVUs are shown, they are not used for Medicare 
payment. If these services are covered, payment for them is subsumed by the payment 
for the services to which they are incident. (An example is a telephone call froma 
hospital nurse regarding care of a patient.) 


C = Carrier-priced code. Carriers will establish RVUs and payment amounts for these 
services, generally on a case-by-case basis following review of documentation, such as 
an operative report. 


D = Deleted code. These codes are deleted effective with the beginning of the calendar 
year. 
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E = Excluded from physician fee schedule by regulation. These codes are for items or 
services that we chose to exclude from the physician fee schedule payment by 
regulation. No RVUs are shown, and no payment may be made under the physician fee 
schedule for these codes. Payment for them, if they are covered, continues under 
reasonable charge or other payment procedures. 


G = Code not valid for Medicare purposes. Medicare does not recognize codes 
assigned this status. Medicare uses another code for reporting of, and payment for, 
these services. 


H = Deleted modifier. This code had TC and PC components in 1995. For 1996, these 
components are deleted. 


N = Noncovered service. These codes are noncovered services. Medicare payment may 
not be made for these codes. If RVUs are shown, they are not used for Medicare 
payment. 


P = Bundled or excluded code. There are no RVUs for these services. No separate 
payment should be made for them under the physician fee schedule. 


— If the item or service is covered as incident to a physician service and is furnished 
on the same day as a physician service, payment for it is bundled into the payment 
for the physician service to which it is incident (an example is an elastic bandage 
furnished by a physician incident to a physician service). 


— If the item or service is covered as other than incident to a physician service, it is 
excluded from the physician fee schedule (for example, colostomy supplies) and is 
paid under the other payment provisions of the Act. 


R = Restricted coverage. Special coverage instructions apply. If the service is covered 
and no RVUs are shown, it is carrier-priced. 


T = Injections. There are RVUs for these services, but they are only paid if there are no 
other services payable under the physician fee schedule billed on the same date by the 
same provider. If any other services payable under the physician fee schedule are billed 
on the same date by the same provider, these services are bundled into the service(s) for 
which payment is made. 


X = Exclusion by law. These codes represent an item or service that is not within the 
definition of “physician services’’ for physician fee schedule payment purposes. No 
RVUs are shown for these codes, and no payment may be made under the physician fee 
schedule. (Examples are ambulance services and clinical diagnostic laboratory services.) 


C-2 
pervus1/final/appc.w61/dmb 









faye fekooh a be a PY 
nse phd ahr E 


aan Saree ahiee ats nit 







A ngeen ong 2 


ae ie 4 ‘ ey 
‘ ae Ry F cal z a mai ‘ole. wt 


‘eal elinriye: He} Li oie 


me Ps ‘hate yey vit 


























2 Ge. ehcp ro ee 
‘ 7 4 
PU Sistem te Hr VORA AO p a Pane ire ea) ty 
ee, an if ; 
fl Br we: » rise ticle 4 riines ais 
. eve AX oh ett i i 4 
F 7 % 4 y 
PEAS DANS, ee De Arle setae aD. ge onto “t 
j 1o.? ' MiMi as ise oe Pore aay Wi Sen One Ne age 2 es new 
wt Wie = Vie et 7 hie tity es pied AE sats Lara bye pee 
t ne ; WN Me 
Fa ‘ ' J a i paekg fey a Ky a, aN 
¥ itp, ‘ ) My tghid ft iB j tet Ki See 
‘ue : ie : q 
BT Ri JOR nal Yee arith ager anneen eli, Mpa 2 may gf woman “x 
NA eal art witty sty ool sel wean) Hinting aiot Seated pected 







a a ie 





welt sratwy ug aM Teer ES Fu Fit OG Gets ThA 
frei: Wie Wa") Ag aire : i 








4, 


Se 


Description of code. This is an abbreviated version of the narrative description of the code. 


1996 MFS RVUs 


2: 


Physician work RVUs. These are the RVUs for the physician work for this service in 
the 1996 MFS. 


Practice expense RVUs. These are the RVUs for the practice expense for the service in 
the 1996 MFS. 


Total RVUs. This is the sum of the work, practice expense, and malpractice expense 
RVUs in the 1996 MFS. 


PEP. This is the service-level practice expense percentage (PEP) calculated by Health 
Economics Research, using the 1994 HCFA Procedure File and the AMA's Marketplace 
Statistics, 1994. 


Specialty Resource-Based (SRB) RVUs 


2: 


10. 


ial. 


IP 


Office Practice Expense RVUs. These are the resource-based practice expense RVUs 
derived under the SRB method for services provided in the physician office setting. 


Office Total RVUs. This is the sum of the 1996 MFS work and malpractice expense 
RVUs, and the SRB practice expense RVUs for services provided in the physician 
office setting. 


Non-Office Practice Expense RVUs. These are the resource-based practice expense 
RVUs derived under the SRB method for services provided in the non-office setting. 


Non-Office Total RVUs. This is the sum of the 1996 MFS work and malpractice 
expense RVUs, and the SRB practice expense RVUs for services provided in the non- 
office setting. 


HCFA SOS. This identifies services that are subject to the current HCFA site-of-service 
differential. 


0 = Differential does not apply. 


1 = Differential applies to this service. 


9 = Concept does not apply. 
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14. Service Component Code. This identifies services that have associated professional and 
technical components; and a global service code. 

0= Service does not have associated professional (26) and technical (TC) components. 

1= Non-radiology service which does have associated professional (26) and technical 
(TC) components. 

2-12 =Other test codes with associated professional and technical components, but do not 
use modifiers 26 and TC. 

13 = Radiology service which does have associated professional (26) and technical (TC) 
components. 

14 = Service does have associated professional (26) and technical (TC) components. PEP is 
missing, thus SRB RVUs could not be generated. TC RVUs from 1996 MFS were 
retained. 

NOTE: 


Table 1 contains 1996 MFS RVUs and SRB RVUs. The current HCFA site-of-service policy is 
imposed on both sets of RVUs. The SRB RVUs were adjusted by a factor of 0.88703 to preserve 
overall practice expense RV U neutrality with the 1996 MFS RVUs. 
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APPENDIX C: 


Table 2—1996 MFS Relative Value Units and Resource-Based RVUs Under the Proposed 
Alternative Site-of-Service Differential Policy. 


This appendix table contains the following information for each CPT code and alphanumeric 
HCPCS code, except for alphanumeric codes beginning with B (enteral and parenteral therapy), E 
(durable medical equipment), K (temporary codes for nonphysician services or items), or L 
(orthotics), by column: 


1. 


2: 


CPT/HCPCS code. This is the CPT or alphanumeric HCPCS number for the service. 


Modifier. A modifier is shown if there is a technical component (modifier TC) and a 
professional component (PC) (modifier 26) for the service. If there is a PC and a TC for the 
service, Appendix C contains three entries for the code: One for the global values (both 
professional and technical); one for modifier 26 (PC); and one for modifier TC. The global 
service is not designated by a modifier, and physicians must bill using the code without a 
modifier if the physician furnishes both the PC and the TC of the service. 


Status indicator. This indicator shows whether the CPT/ HCPCS code is in the physician fee 
schedule and whether it is separately payable if the service is covered. 


A = Active code. These codes are separately payable under the fee schedule if 
covered. There will be RVUs for codes with this status. The presence of an “A” 
indicator does not mean that Medicare has made a national decision regarding the 
coverage of the service. Carriers remain responsible for coverage decisions in the 
absence of a national Medicare poticy. 


B = Bundled code. Payment for covered services is always bundled into payment for 
other services not specified. If RVUs are shown, they are not used for Medicare 
payment. If these services are covered, payment for them is subsumed by the payment 
for the services to which they are incident. (An example is a telephone call from a 
hospital nurse regarding care of a patient.) 


C = Carrier-priced code. Carriers will establish RVUs and payment amounts for these 
services, generally on a case-by-case basis following review of documentation, such as 


an operative report. 


D = Deleted code. These codes are deleted effective with the beginning of the 
calendar year. 


C-5 
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E = Excluded from physician fee schedule by regulation. These codes are for items 
or services that we chose to exclude from the physician fee schedule payment by 
regulation. No RVUs are shown, and no payment may be made under the physician 
fee schedule for these codes. Payment for them, if they are covered, continues under 
reasonable charge or other payment procedures. 


G = Code not valid for Medicare purposes. Medicare does not recognize codes 
assigned this status. Medicare uses another code for reporting of, and payment for, 
these services. 


H = Deleted modifier. This code had TC and PC components in 1995. For 1996, these 
components are deleted. 


N = Noncovered service. These codes are noncovered services. Medicare payment 
may not be made for these codes. If RVUs are shown, they are not used for Medicare 
payment. 


P = Bundled or excluded code. There are no RVUs for these services. No separate 
payment should be made for them under the physician fee schedule. 


— If the item or service is covered as incident to a physician service and is furnished 
on the same day as a physician service, payment for it is bundled into the payment 
for the physician service to which it is incident (an example is an elastic bandage 
furnished by a physician incident to a physician service). 


— If the item or service is covered as other than incident to a physician service, it is 
excluded from the physician fee schedule (for example, colostomy supplies) and is 
paid under the other payment provisions of the Act. 


R = Restricted coverage. Special coverage instructions apply. If the service is covered 
and no RVUs are shown, it is carrier-priced. 


T = Injections. There are RVUs for these services, but they are only paid if there are 
no other services payable under the physician fee schedule billed on the same date by 
the same provider. If any other services payable under the physician fee schedule are 
billed on the same date by the same provider, these services are bundled into the 
service(s) for which payment is made. 


X = Exclusion by law. These codes represent an item or service that is not within the 
definition of ““physician services” for physician fee schedule payment purposes. No 
RVUs are shown for these codes, and no payment may be made under the physician 
fee schedule. (Examples are ambulance services and clinical diagnostic laboratory 
services.) 
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4. _ Description of code. This is an abbreviated version of the narrative description of the code. 


1996 MFS RVUs 


D: 


Physician work RVUs. These are the RVUs for the physician work for this service in 
the 1996 MEFS. 


Practice expense RVUs. These are the RVUs for the practice expense for the service in 
the 1996 MFS. 


Total RVUs. This is the sum of the work, practice expense, and malpractice expense 
RVUs in the 1996 MFS. 


8. PEP. This is the service-level practice expense percentage (PEP) calculated by Health 
Economics Research, using the 1994 HCFA Procedure File and the AMA's Marketplace 
Statistics, 1994. 


Specialty Resource-Based (SRB) Office RVUs 


2: 


10. 


15 


122, 


Practice Expense RVUs. These are the resource-based practice expense RVUs derived 
under the SRB method for services provided in the physician office setting. SRB 
practice expense RVUs are equal to the sum of direct and indirect SRB practice 
expense RVUs. 


Direct Practice Expense RVUs. These are the resource-based direct practice expense 
RVUs derived under the SRB method for services provided in the physician office 
setting. 


Indirect Practice Expense RVUs. These are the resource-based indirect practice 
expense RVUs derived under the SRB method for services provided in the physician 
office setting. 


Total RVUs. This is the sum of the 1996 MFS work and malpractice expense RVUs, 
and the SRB practice expense RVUs for services provided in the physician office 
setting. 


13. Global Office RVUs (%). These are the percentages of practice expense RVUs in the global 
surgery packages that are office-based. These percentages are multiplied by direct SRB 
practice expense RVUs for non-office services. 
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16. 


Specialty Resource-Based (SRB) Non-Office RVUs 


14. Non-Office Practice Expense RVUs. These are the resource-based practice expense 
RVUs derived under the SRB method for services provided in the non-office setting. 


15. Non-Office Total RVUs. This is the sum of the 1996 MFS work and malpractice 
expense RVUs, and the SRB practice expense RVUs for services provided in the non- 
office setting. 


Service Component Code. This identifies services that have associated professional and 
technical components; and a global service code. 
O= Service does not have associated professional (26) and technical (TC) components. 


1= Non-radiology service which does have associated professional (26) and technical 
(TC) components. 


2-12 =Other test codes with associated professional and technical components, but do not 
use modifiers 26 and TC. 


13 = Radiology service which does have associated professional (26) and technical (TC) 
components. 


14 = Service does have associated professional (26) and technical (TC) components. PEP is 
missing, thus SRB RVUs could not be generated. TC RVUs from 1996 MFS were 
retained. 


NOTE: 


Table 2 contains 1996 MFS RVUs and SRB RVUs. The current HCFA site-of-service policy is 
implicitly imposed on the 1996 MFS RVUs. That is, non-office 1996 MFS RVUs are not provided 
on Table 2. The SRB RVUs are calculated and adjusted for practice expense RVU neutrality under 
the new proposed site-of-service policy. The new proposed site-of-service policy pays only the 
indirect practice expense RVUs (except for services with professional and technical components, 
which are exempt from this policy), if the service is performed in non-office settings. A factor of 
1.26321 is applied to all SRB practice expense RVUs (direct and indirect) to preserve practice 
expense RVU neutrality under the new proposed site-of-service policy. 
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APPENDIX D 





APPENDIX D: ALLOCATING INDIRECT PRACTICE EXPENSES 


The SRB model presented in this report derives practice expense RVUs by marking up the work 


RVU for each service: 


PEP. 
RVG RV eee 
pel Wil ad SPER) (1) 


RVU,,, = practice expense RVU for the i-th service; 

RVU,,, = physician work RVU for the i-th service; and 

PEP, = service level practice expense percentage for the i-th service, equal to practice 
expenses (excluding malpractice) divided by gross revenue (excluding 


malpractice expense). 


Total practice expenses are the sum of direct and indirect practice costs, thus the total practice 


expense percentage for a service can be divided into direct and indirect components: 


PEP Idd og 


(total),i i (direct),i # 


PEP, indirect),i° (2) 


Therefore, the total practice expense RVU can be divided into direct and indirect components: 


IB ae PEP 


RI RVG (direct),i * 4“ (indirect),i 
= me (dl ~ PEP cota) 
RG. SOL = PEP (airect)i pQNUL. . PEP indirect) (3) 
2 Ce "= PEP oven ) 


Vigan Wee Vig 
R hop ess frog pe,i 


where RVU “"= direct practice expense RVU and RVU'™ = indirect practice expense RVU. Thus, 
i pei 


pei 
under the SRB method, direct and indirect practice expense RVUs are derived as: 
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ae PEP 


(direct),i 


sf wi * (4) 
a © siraie (total) 
and 
RVU. SS RVU,,, * PEP (indirect), (5) 
oy ChE (ees) 


There is another interpretation of the derivation of direct and indirect RVUs if we 
examine the following equations. First, the SRB's basic premise is that the PEP is the same 


proportion as the practice expense RVU to the total RVU, or: 


VOR, Vee 
ooo (6) 
teem TRVU, RVU.,. + RVU" +RVU™ 
where a on a 
TRVU; 
dir ind 
= total relative value units for service i= RVU,,, + RVU,,.,, + RVU,., with RVU,,, 
dir ind 
denoting the physician work RVU, and RVU,,, and RVU,,, the direct and indirect 
practice expense RVUs for service i. 
Using (2) and (3), we can rewrite (6) as: 
RvU A" RVU 4 
PEP : at PEP 4 ais = piles Meas ew ee ere EEO Se BA Sete He RSI VEE Ae 22 7 
(direct),i (indirect), ie ind Ail ia ( ) 
RVU,, ; 5 RVU 6 tRVU 56,1 RVU,, ; a RVU,. i +RVU i 


Following the SRB logic, if we assume that the first term on the left hand side of equation (7) 
equals the first term on the right hand side of equation (7), while the second terms on both sides 


are equal, this yields: 


D-2 
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RVU dir 


Eg <a9 ——<—<—$— (8) 
RYU, + RVU gy +RVU 
and: 
Rvu 4 
PEP (indirect) = ———————— (9) 
indirect),1 dir ind 
RVU, , + RVU,,; + RVU,. 


Solving for PEP ndirect) in equation (9) yields: 


PEP oe j 
Le mr (indirect)i ( RVU, , a RVUS, (10) 
(iA air (indirect?) 


Under equation (10), indirect practice expense RVUs are derived by marking up both physician 
work and direct practice expense RVUs. Equation (10) is equivalent to equation (5) if direct RVUs 
are derived under equation (4) (to see this, substitute equation (4) into (10)). 

The interpretation of equation (10) is similar to PPRC's approach (PPRC, 1992), which 
allocates indirect practice expense in proportion to both physician work and direct practice 
expense. However, as noted by PPRC, this creates different indirect RVUs by site-of-service, 
since non-office services receive zero direct practice expense RVUs; while in-office service receive 
the direct practice expense RVU. The SRB model presented in this report was developed using 
PEPs that reflect the average practice--practices that do varying amounts of office and nonoffice 
services are simply averaged together. Under the proposed SRB site-of-service differential, the 
indirect RVU does not vary by site of service. Direct and indirect RVUs are calculated using PEPs 
from the typical practice and then a policy decision is made to pay only the indirect RVUs for the 


service if performed in a non-office setting. (Note that surgical services receive a percentage of 
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the direct RVU according to the office percentage of the global surgical package, in addition to 
the indirect RVU.) 

Although the SRB method does not create differential indirect RVUs by site-of-service 
under the proposed site-of-service policy, its interpretation under equation (10) would in fact 
lead to differentials between office and non-office settings. However, indirect RVUs would not 
vary by site of service if only physician work were marked up, since physician work is site- 
invariant. One possible solution, then, is to redefine the indirect PEPs to reflect only indirect 


practice costs and physician work as: 


(indirect practice costs) 


LLL ib epee SE oS EEE EEE (11) 
(gross rev - [malpractice costs + direct practice costs]) 
Indirect practice expense RVUs would then be calculated as: 
ind es PEP indirect), *RVU_.. (12) 
a (1 ~ PEP (inairect)i) a 


These indirect practice expense RVUs will not equal those presented in this report. Similarly, the 
PEP for direct practice expenses would be redefined analogously to equation (11), except direct 
practice costs would be measured as a share of gross revenue less malpractice expense and 
indirect practice expense. Also, direct practice RVUs would be calculated similarly to equation 
(12). The indirect and direct RVUs derived would be summed to create a total practice expense 
RVU. However, the sum of direct and indirect RVUs derived under this latter approach will not 


equal the total RVUs derived under the SRB method presented in this report. 
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APPENDIX E Z 


Non-Physician Occupational Wages and Input Expenditure Shares 


We estimated the direct/ indirect split of non-physician payroll expense for each specialty using 
information on number of nonphysician employees and administrative employees per physician, 
occupational wages, and input expenditure shares of physician practices. We first assumed that 
all administrative, secretarial and clerical employee payroll expenses were indirect practice 
expenses. Second, we assumed that clinical nursing and technical labor expenses were direct 
practice expenses. The reported total nonphysician employees per physician and reported total 
administrative employees (i.e., administrative, secretarial, and clerical) per employed physician 
were used to estimate the number of clinical employees per physician. That is, we assumed the 
number of clinical employees per physician was equal to the difference between total 
nonphysician employees per physician and total administrative employees per physician. Next, 
we obtained national average wage rate data for administrative health care workers, registered 
nurses (RNs), licensed practical nurses (LPNs), and medical technicians from 1990 Census data. 
Occupational input expenditure shares for administrative labor, RNs, LPNs and medical 
technicians were obtained from Pope et al. (1994). As shown in Appendix E Table 1 below, we 
created two wage terms. The first wage term ($W,,,,) is the national average wage for 
administrative inputs ($9.80). The second wage term ($W,,,) is a national weighted average of 
RN, LPN and medical technician wages ($12.68), where weights are the occupational input 
expenditure shares. 


Appendix E Table 1: 


Occupational Input Weighted Average 
Occupation Type 1990 Census Wage Expenditure Share Wage 


Administration 

Administration $9.8018 0.448 $9.8018 
Clinical 

Registered Nurse $14.9121 0.251 

(RN) 

Licensed Practical $10.1085 0.092 $12.67758 

Nurse (LPN) 

Technician $11.1249 0.209 
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The two national weighted average wage terms are then applied in the following equations to 
create the proportions used for splitting nonphysician employee expense into direct and indirect 
amounts: 


L .*¥ SW. 
proportion jan, , = sees oe 
i LD pa t SW am +E 


clin,j *$ W sin ” 


where L,,,, is the number of administrative (indirect) employees per physician; $W,,,, is the 


national average wage rate for administrative workers; L,;,, is the number of clinical workers per 


clin 


physician; and $W.,,,,, is the weighted average wage rate for clinical workers. For the clinical 


clin 
payroll expense proportion, we multiplied the number of clinical employees by the weighted 
average wage rate of RNs, LPNs, and medical technicians, and then divided by the same 


denominator as done for the administrative payroll expense proportion: 


SW atin 
+$W (2) 


clin 


L tin, i * 


proportion.,,, pa 
Lam,j i SW am +L 


clin,j 
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